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You apply modern engineering standards 
to your power distribution system when F:: 


you buy factory-built unit substations =f 
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Commonwealth Edison System’s newes: ‘ 
H ° ° its Joliet Station, will be a B&W Raciant Met St 
Installation at Jol iet Station Boiler with Cyclone Furnaces. This is ¢! __ 
to Bring Hig her Efficiency of this type the system has bought sinc> 194 al Illi 


raises total system capacity served by © sh-fus 
... Lower Costs to sible tena allied tie. Cyc 


Power Generation Early in the development of the Cyc!» a a 
by B&W, Commonwealth Edison recogni ’ ‘s 
potentialities for burning low-grade coals on 4 
system’s engineers and operators cooperated Servic 
B&W in the project, and, in September 194" Fu: 





















































B&W RADIANT REHEAT BOILER WITH 
CYCLONE FURNACES, arranged for 
opposed firing, for Commonwealth 
Edison System’s Joliet Station. Unit 
will deliver 2,200,000 pounds of steam 
per hour at 2100 psi with tempera- 
ture of 1055 F, reheat to 1005 F. 
Boiler design is 2375 psi. Sargent & 
Lundy, Consulting Engineers. 




















CYCLONE FURNACE BOILER UNITS IN COMMONWEALTH EDISON SYSTEM 


TOTAL STEAM REHEAT 
NO. OF NO. OF CAPACITY DESIGN TEMP. TEMP. 
STATION BOILERS CYCLONES LB/HR PRESSURE F F 


1 150,000 600 650 
2 300,000 760 
8 1,500,000 935 
é 1,200,000 1010 
16 2,920,000 1050 
4 830,000 1010 
12 2,200,000 1050 
10 2,400,000 1050 
9 2,200,000 1055 
13,700,000 


Calumet 
Waukegan 
Fisk 

Joliet 
Ridgeland 
Waukegan 
Ridgeland 
Will County 
Joliet 
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Jnr Commonwealth Edison 


si: addigeomm: rcial application went on the line at total capacity of over 6,600,000 kw. They merit 
ciant GPet St:tion. Historic Boiler Unit No. 20-A, examination in connection with your next installa- 
the 16@me nevv unit at Joliet, burns highly volatile tion. The Babcock & Wilcox Company, Boiler 
co 1944 Illinois coal with a high ash content and Division, 161 East 42nd Street, New York 17, N. Y. 
C yclonggsh-fus.on temperature. oo 





e Cycl: ne Furnace simplifies the entire process 
cael al pre aration, combustion, ash segregation, 


cogni h har dling and effects savings in most of the S48 ¢ O€, ie 
- coala@"tS 0! power generation costs. & WILCOX 


perate@ Service or on order, 64 boilers with 220 
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with the Colitors 


WwW: used to hear a great deal a quarter 
of a century ago about the distinc- 
tion between so-called “human _ rights” 
and “property rights.’ According to 
many of the liberals of the first New Deal, 
constitutional guaranties of “human 
rights” were supposed to be somehow 
more sacred or at least preferred, as com- 
pared with constitutional guaranty of 
mere “property rights.” This distinction 
(unknown to the Constitution or its 
framers) suggests that property rights 
were a sort of second-class right under 
the Constitution, whereas human rights 
were to be given a preferred interpreta- 
tion. A recognition of this distinction was 
supposed to be a kind of test, in those 
years, dividing the liberals and those who 
were not so liberal or downright conserva- 
tive. 


One of the things that can be said 
for U. S. Supreme Court Justice Frank- 
furter, who recently celebrated his sev- 
enty-fifth birthday, is that he stamped out 
this distinction. He insisted in the Dennis 
case (involving prosecutions of Commu- 
nist leaders under the Smith Act) that 
freedom of speech, assembly, and other 
civil liberties did not enjoy a “preferred 
position’”’ under the Constitution. In fact, 
the only earlier authority for that point of 


HAROLD H. SCAFF 


THOMAS E. WENZLAU 


view was a rather obscure footnote in an 
old (1938) decision by the late Justice 
Stone in the celebrated Carolene Products 
Company case. 


A’ we look back, however, on the body 
of case law which was built up 
around the utility rate case preferences of 
the court majority, we can see that prop- 
erty rights of a public utility have not 
always fared so well under constitutional 
protection. In the Hope case, decided in 
1944, the idea that a public utility com- 
pany had any right to a constitutional test 
of confiscation based on the justification 
of any rate base formula (or lack of justi- 
fication) was rejected by a court majority 
headed by Justice Douglas. Since tha 
time few utility rate case appeals invol 
ing claims of unconstitutional confiscati 
under state regulatory orders have cone 
up to the highest court. 


PuBLic utilities today that are dissati 
fied with state regulatory commissi 
treatment have small hope of relief in t! 
federal courts. Hence the importance 
arriving at equitable decisions at the sta 
commission level. State commissions mu.. 
be convinced on an economic basis that 
change in their formula or procedure 
necessary. If they are not convinced, ai 
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SAN ANTONIO HAD A PROBLEM... 
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... to construct a 138KV single circuit line 
pthrough a fully developed residential area 
which had open alleys. 






























‘Anchor helped solve the problem by con- | 
structing the bottom section as a rigid es 
frame of steel which would not restrict E = 
F traffic. Pat Sita 

Le METALS | 4 
Solving steel transmission line problems is INC. 


}a/specialty at Anchor. — 


HURST, TEXAS » FORT MADISON, IOWA — 
<< 











PAGES WITH THE EDITORS (Continued) 


if the state courts do not disagree, the 
federal courts are not likely to interfere. 


THE opening article in this issue takes 
up the suggestion made by a previous ar- 
ticle that the time is at hand for switching 
away from a cost base for utility rates. 
It comes to us from THomas E. WENz- 
LAU, assistant professor of economics at 
Kenyon College. A native of Ohio and a 
graduate of Ohio Wesleyan University 
(AB, ’50) and the University of Illinois 
(MA, ’51). Dr. WeENzLaAu received his 
PhD in economics from the latter insti- 
tution in 1953. He has also taught on the 
faculty of Wesleyan University, Middle- 
town, Connecticut. In this article he has 
collaborated with a former regulatory 
commissioner and contributor to this 
magazine, Professor C. O. Fisher, a 
teaching colleague at Wesleyan Univer- 
sity. 

xk OK ok Ox 


ee A. J. G. Priest, whose ar- 
ticle on dividend payments by utility 
companies which use accelerated deprecia- 
tien begins on page 1001, is a professor of 
law at the University of Virginia. He re- 
ceived his AB and LLB degrees from the 
University of Idaho in 1918 and 1921, re- 
spectively. He was chairman of the Section 
of Public Utility Law of the American Bar 
Association in 1951-52 and is a Fellow of 
the American Bar Foundation. He was a 
member of the firm of Reid & Priest of 
New York city from 1937 to 1953, and is 
presently of counsel to that firm. He is a 
member of the Idaho, New York, Vir- 
ginia, and District of Columbia bars and 
has frequently appeared before the FPC 
and the SEC. 


eae present uncertainties as to 
whether the so-called “tight money” 
controls are going to get looser or tighter, 
the impact of the current money market 
on electric utilities has become a matter of 
concern. In his article on page 989, Har- 
otp H. Scarr, vice president of Ebasco 
Services Incorporated, has made an analy- 
sis of this situation since the end of World 
War II. During that period we have ex- 
perienced both “easy” money and “tight” 
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A. J. G. PRIEST 


money. This author finds that the electric 
companies are going to need $35 billion 
in new capital over the next ten years 
(making a total of $54 billion in all), not- 
withstanding the likelihood of a shortage 
of investment capital. He finds that the 
solution of this problem is going to de- 
pend largely on the attitude of regulatory 
authorities. Greater recognition of the 
fair value concept of rate regulation may 
be essential if the industry is to obtain the 
financing it needs to fulfill its public serv- 
ice obligation. 


Mr. ScaFF is a native of New York 
and a graduate of New York University 
School of Commerce, Accounts, and I'i- 
nance. He joined the Electric Bond and 
Share system in 1923 and became assist- 
ant general auditor of Ebasco in 1936. 
After that he became comptroller and di- 
rector in 1940 and vice president in 19453. 
He has served (1945) as chairman of tlie 
Edison Electric Institute Accounting See- 
tion. He is also president and director 
the Ebasco subsidiary, Two Rector Str: 
Corporation. 


WE take this occasion to wish all ovr 
subscribers and friends a Merry Chri 
mas and a Happy and Prosperous N¢ vy 
Year. 


THE next number of this magazine w 
be out January 2nd. 


A, Cait. 
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TRUCKING CO. 
gu. 8-047 


New advantages for truck users 
introduced in all-new 


Dodge Power Giants for ’58 





load, economy and styling features 1. First in Power! Dodge gives you up to 234 V-8 
ce 4-way leaders of the low-priced 3 hp. muons nearly 24% more than competitive makes 
: , ’ in the same price class. It’s reserve power that cuts 

i claim Dodge can’t back up? Mister, engine strain on the job. . . helps you cut costs. 

» be eon off omy These st 2. First in Payload! You save money on every run 
| ips wes are the most outstanding you make. Dodge chassis construction cuts excess 
— istory. weight, lets you haul up to 14 more payload. 

best looking trucks on the road, with 3. First in Economy! Exclusive Power-Dome engine 
up-to-date styling that makes people design reduces harmful carbon deposits. You_get 
©” your business. And, they offer a com- better gas mileage . . . cut upkeep costs way low. 
vork-slashing new advances, too. 4. First in Styling! Dodge rugged good looks— 
iake anyone’s word for it . . . see for striking dual headlights, smart new grille and 
t your Dodge dealer on the phone right new luxury cabs—lend prestige to your operations. 

ind h: ve him bring you a new Power Giant. 


itive ii and you'll be first to agree that Dodge ° 
Gianis lead the low-priced three all four ways. D Oo DG = Pp ower Giants 















































Coming IN THE NEXT ISSUE 


(January 2, 1958, issue) 





* 
THE OUTLOOK FOR PUBLIC UTILITIES—1958 


With the New Year will come the convocation of the second session of the 85th C.n- 
gress. Nominally organized in both branches by the Democrats, it will nevertheless ¢ 
pretty evenly balanced on political control, which means that coalitions and allian: as 
will play a more important part than ever in the legislative outlook. This will be in 
analysis of the possible consequences of new developments in Congress and fede al 
agencies respecting various utility industries during the New Year. Francis X. Wel h, 
editor of PUBLIC UTILITIES FORTNIGHTLY, who has regularly written the ''foreca + 
article at the beginning of each year, gives us some new predictions for the year 19 

along with reasons why he thinks they will come to pass. 
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TAX REFORM AND A BALANCED BUDGET 


Administration budget cutters have been very busy trying to find ways and meens 
for saving on less essential government expenditures ever since the step-up of the 





missile program became a firm policy. President Eisenhower, in his speech at Okia- 
homa City on November Ist, reached the clear conclusion that ‘entire categories 
of activities'' should be cut or deferred. What can be done about this without running 
into the agonizing alternative of increasing taxes during the year of a congressional 
election? Representative Sadlak (Republican, Connecticut), a member of the House 
Ways and Means Committee, thinks that such economies can be found. Representative 
Sadlak thinks we can have tax moderation without surrendering the balanced budget. 
In this article he explains a bill which he has introduced with bipartisan support from 
a colleague on the House Ways and Means Committee, Representative Herlong 

Y 





(Democrat, Florida). This bill is for tax reform and would moderate taxes in all brackets 
In other words, Representative Sadlak thinks that even a tax cut is still a possibilit 
if other reforms and government economies are effective. 








A PIONEERING ELECTRIC UTILITY 


Here is an interesting account by a veteran Hartford, Connecticut, newspaperman 
still young in years, Thomas E. J. Keena of The Hartford Courant. It deals with his 
home-town electric utility company, The Hartford Electric Light Company. In 1956, 
on the anniversary of the day the Connecticut general assembly granted a charter 
to the original company, a short history of the first years of this enterprise was pt 
lished. Among other interesting facts in the background of this corporation was t'2 
experiment with night baseball, way back in the summer of 1890. Although that ¢ 4 
not take very well, the Hartford Company can boast of a number of other ''first 
including three-phase transmission (1893), the storage battery for hydro power (189 
downtown underground wiring (1896), and a number of other innovations well we 
reading about. 
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Al SO .. . Special financial news, digests, and interpretations of court and con 
mission decisions, general news happenings, reviews, Washingto* 
gossip, and other features of interest to public utility regulators, con 
panies, executives, financial experts, employees, investors, and other-. 
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Just as sure as if it coined actual cash 
the work done by our “Bill Frequency 
Analyzer” * will swell your company 
coffers! 

The work it does produces rate 
analyses faster and more accurately 
than any other method —a sure pro- 
tector of profitable rate reverrue when 
done on a monthly basis —a real boon 
when rates are reviewed. 

Complete monthly analyses by the 
“One Step” method give you an al- 
ways true picture of your rate reve- 
nues, never a distortion such as occurs 
when a few months ‘sampling’ is used 
as a check. This is of paramount im- 
portance when submitting figures to 
Rate Commissions, and when the fig- 
ures are compiled by R & S they really 


rate in rate cases. 


Money maker 


r the company and you- 


R & S specializes in serving utility 
companies all over the country — we 
know your problems, know how to 
interpret your requirements and give 
you any break-down in report form 
you may require... minimums, de- 
mand rates, and so on. 

We can conclusively prove to you 
that our “One Step” method of rate 
analysis will make money for the com- 
pany and you — all we need is a sam- 
ple of your billing sheet, a copy of 
rate schedules and an estimate of the 
number of customers billed at each 
rate, and your frequency table require- 
ments. From these we can give you an 
estimate of costs and a time table for 
production — both will be eye-open- 
ers! Write Dept. P today. 


RECORDING & STATISTICAL CORPORATION 


“Your key to better figures since 1911” 


for swift, accurate data processing — continuing or peak-load. 


100 SIXTH AVENUE - NEW YORK 13, N. Y. 


*¢<clusive with R & S —the oldest and largest punched card service bureau in the United States, offering every 








CEaoukble Cele 


“There never was in the world two opinions altke.” 


SAMUEL G, BAKER 
General manager, organical 
chemicals department, E. I. du Pont 
de Nemours & Company. 


HERBERT HOOVER 
Former President of the 
United States. 


FREDERICK R. KAPPEL 
President, American Telephone and 
Telegraph Company. 


PER JACOBSSON 
Managing director, International 
Monetary Fund. 


EDITORIAL STATEMENT 
The Wall Street Journal. 


Epcar W, HiestanpD 
U. S. Representative 
from California. 


Homer J. Livincston 
President, The First National 
Bank of Chicago. 


RicHARD F. SENTNER 
Executive vice president, 
United States Steel 
Corporation. 


—MonTAIGNE 





“Technological change is the way we achieve hurar 
progress.” 


> 


“Within my years I have seen our institutions of 
higher learning expand until today they turn out more 
trained men and women each year than all the wold 


combined.” 
ca 


“In the long run this business will make the most 
progress in the public interest—it will better serve the 
interests of customers, share owners, and employces 
alike—by raising the level of its earnings.” 

5 

“History has shown that those countries that have 

safeguarded the value of their currencies have reaped 


the benefit of a sustained flow of savings which has en- 
abled them to maintain a high level of investment.” 


¥ 


“The yardstick for comparing the Soviet and Amer- 
ican economies cannot be merely a statistical analysis 
of rates of growth. The basic measure is how firmly 
each nation is sticking to its ewn political principles.” 


5 


“T came back from a 7,000-mile motor tour of Europe 
more convinced than ever that people who say it can’t 
happen here should beware of increasing government 
regulation of our economy. Socialism in Europe is 
working tragically bad.” 


- 


“It is highly important that we not lose sight of the 
significant rdle that savings play in providing the capi‘al 
for the long-term expansion and growth of the nation’s 
productive equipment. Without adequate saving, ¢ 
may severely handicap the growth of the American eco- 
omy or we may even eventually bring economic grow’! 
temporarily to a halt.” 


¥ 


“One of the basic requirements for victory in t!¢ 
‘cold war’ today is to demonstrate before all the wor 
the clear superiority of our free enterprise system . 
our American free enterprise must be maintained as 
dynamic, productive system, operating at a high, rel 
tively stable level, and expanding sufficiently to satis 
our national expectations of increasing living standard 
Only by so demonstrating the superiority of a free ecor- 
omy over state-managed ones can we show the wor''! 
that the American ideal is still the hope of the future. 
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Typical Users of 


Newport News Equipment 


PLANT 
Boon 
Buche 
Caon 


Chief 


Clark ‘fi 


Deer 

Folso 
Fort F 
Hiwe 
Hoov 
JH. 
Jim Vv 
lowe 
Norris 


Rock ( 


Sante: 
C.J.$ 
Whitr 
Wilso 


LOCATION 
Tennessee 
Texas 

Puerto Rico 
Washington 
South Carolina 
Newfoundland 
California 
Tennessee 
Tennessee 
Nevada 
Virginia 
Florida 

Idaho 
Tennessee 
California 
South Carolina 
Idaho 

Texas 
Alabama 


General view of dam at Grand Coulee, built by the Bureau 

of Reclamation, which utilizes 18 Newport News turbines, 

the most powerful ever built. Nine are 150,000 h.p. units, and 
the other nine are rated at 165,000 h.p. each. 


in building 
Water Power Equipment 


Turbines designed and built for the world’s largest 
development at Grand Coulee...and for other 
hydroelectric installations in America and various parts 
of the world... bespeak the skill and facilities 

offered by Newport News. 


This trained organization has filled hydroelectric 
turbine contracts with an aggregate rated output 
of 7,000,000 horsepower. 


Other equipment designed and built by Newport News 
includes penstocks, pressure regulators, valves, pumps, 
gates and rack rakes. Upon request, a copy of our 
illustrated booklet entitled “WATER POWER 
EQUIPMENT?” will be sent to you. 


Newport News 
SHIPBUILDING AND DRY DOCK COMPANY 


Newport News, Virginia 





in design of utility systems is a composite of all that is proven and relia 
the individual components. A close inspection will reveal that gene 
transformers, motors, meters, switchgear and controls—so necessary for 
generation, transmission and distribution—all utilize AMP for connectio 
termination on the original equipment you purchase. For added relia 
on your own equipment you can demand no less. 


Standardize on AMP for generating and sub-station construction and 
tenance, communication, panel and switchgear wiring, street and traffic 
ing, appliance and meter repair and all other applications where termina 
connectors must produce improved quality, cost reduction and reliable s¢ 


A-MP terminals, when required for maintenance and repair 
needs, are available in the U.S.A. through American Pamcor Inc. 


, Se, 


- 
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AMP INCORPORAT : 


GENERAL OFFICES: 7541 EISENHOWER BOULEVARD, HARRISBL RG 


Wholly Owned Subsidiaries: Aircraft-Marine Products of Canada Ltd., Toronto, Canada ¢ Aircraft-Me ine 
(Great Britain) Ltd., London, England e Societe AMP de France, Le Pre St. Gervais, Seine France ¢ “ MIP: 
N.V. ’s-Hertogenbosch, Holland ¢ Distributor in Japan: Oriental Terminal Products Co., Ltd., Tokyo, J. pan 
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Solistrand® Solistrand® Solistrand® Ampli-BOND® 
Ring Tongue Parallel Connector Butt Connector Ring Tongue 























New Internationg’ 


Ms 


Travelett¢ 
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: THE TRAVELETTE combines smart styling a 
Another INTERNATIONAL first—the new Travel- ve capil Danae, ack nei 


ette. This is the truck that can take a six-man —_factory-installed service utility body .. . all 


crew to and from field jobs, with up to a full ton saving unit! 6-foot pickup body also availa’ 
load capacity! double expense of a car and pickup. 


INTERNATIONAL TRUCI 

















les 6 passengers 


uc a full 


—_ 


uw pment load! 





Full-width seating front and rear! Six pas- 
sengers can ride in roomy, cushioned comfort. 
Plenty of visibility and ventilation. Three- 
door cab for easy in-and-out. 








Factory-installed service-utility body! Body 
is of proven design, with time-saving compart- 
ments for tools and gear. Lots of load space. 


~rages 






Four-wheel-drive model available! Takes 
crew and equipment right to the job, on or off 
the road. Dependable traction in rough or 
slippery going. 





Big load capacity! The Travelette offers up 
to a full ton load capacity. Pickup load space 
90 inches with tailgate down. 





aid roog'exact' y the right power for your needs from a com- 
sig an@@toice “f engines. And you can have four-wheel- 
| in one@@ extr:: traction. Check with your INTERNATIONAL 
aisle. S@#Now « bout a new Travelette. Like all INTERNA- 


Trucks, it costs least to own! 


Kt least to own! 









INTERNATIONAL HARVESTER COMPANY, CHICAGO 


Motor Trucks ¢ Crawler Tractors 
Con-triction Equipment « McCormick® 
Farm Equipment and Farmall® Tractors 
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THE IRVING TRUST COMPANY SERVES VITAL INDUSTRY ite f 


service lines into the future... 


Vast growth of the Utility Industry ning, financing, or cultivation of the finan- 
has had its share of financial complexities. cial community—our Analytical Studies, 
However, close to the pulse of the finan- Seminars and Round Tables may prov: 
cial world and to the Industry itself, our valuable aids to your company’s futur’. 
specialists continue to reach ahead with For more information, call Public Ut: - 
new and sound approaches. ities Department at Dlgby 43500 c° 

Whether an undertaking of capitalplan- write us at One Wall Street. 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. ¢ 


Capital Funds over $125,000,000 Total Assets over $1,500,000,000 
Ricuarp H. West, Chairman of the Board Georce A. Murpny, President é 


Public Utilities Department—JoHN F. Cups, Vice President in Charge 1424 
MEMBER EDERAL DEPOSIT INSURANCE CORPORATION 











La 
Q-Panel walls grace the new Elrama Power 


iN hy farses new power Plant (above) near Pittsburgh. It was designed 


by Duquesne Light Company’s Engineering 
and Construction Department. The Dravo 


plants everywhere Corporation was General Contractor. 
have Q-Panel Walls 


iiders of new power plants in all parts of the country 
bve specified Q-Panel walls for the following very good 
asons: 1. Q-Panels are permanent, dry and noncom- 
tible, yet may be demounted and re-erected elsewhere 
bkeep pace with expansion programs. 2. Q-Panels are 
rht in weight, thus reducing the cost of framing and 
undations. 3. Q-Panels have high insulation value. . . 
iperior to a 12” masonry wall. 4. Q-Panels are quickly 
talled because they are hung, not piled up. An acre of 
all has been hung in 3 days. For more good reasons for 
ing Q-Panel construction, use the coupon below and 
ite for literature. 























Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were used 
to enclose the impressive Hawthorn Steam 
Electric Station (left) of the Kansas City, Mis- 
souri, Power and Light Company. Ebasco Ser- 
vices, Inc., designed and built the plant. 





Robertson Please send a free copy of your Q-Panel Catalog. 


Q-Panels =“ 
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de" | H H. Robertson Company 


#24 — RMERS BANK BLDG. ° PITTSBURGH 22, PA. ADDRESS 
Offices in Principal Cities — 
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descriptive booklet, 
“Pioneering New 231 South La Salle Street + Chicago, Illinois 
Horizons”’ of these 
and other services. (te 




















DECEMBER-JANUARY 





‘] hursday—19 


ipeliie Contractors Asso- 
tiation begins annual meet- 
ing, Boca Raton, Fla. 


Friday—20 


American Gas Association 

will hold Home Service 

Workshop, Minneapolis, 

Minn. Jan. 6-8, 1958. Ad- 
vance notice. 


Saturday—21 


International Home Fur- 
nishings Market will be 
held, Chicago, Ill. Jan. 6- 
17, 1958. Advance notice. 


Sunday—22 


Short Course on Oil and 

Gas Law will be held, Dal- 

las, Tex. Jan. 6-31, 1958. 
Advance notice. 





Monday—23 
Electric Institute, 
Service Conunittee, 

old meeting, Chicago, 
8, 1958. Advance 

notice. 


Tuesday—24 


Southern Gas Association 
will hold employee relations 
round - table conference, 
Edgewater Park, Miss. Jan. 
10, 1958. Advance notice. 


Wednesday—25 


Merry Christmas, 1957! 


Thursday—26 


Instrument Society of 
America, Boston Section, 
will hold Yankee instru- 
ment fair and symposium, 
Boston, Mass. Jan. 14, 15, 
1958. Advance notice. 








‘riday—27 


Association of 
Builders will hold 
on, Chicago, Til. 
23, 1958. Advance 


notice. 


Saturday—28 


American Institute of Elec- 
trical Engineers will hold 
winter general meeting, 
New York, N. Y. Jan. 20- 
24, 1958. Advance notice. 


Sunday—29 


New England Gas Associa- 

tion, Operating Division, 

will hold meeting, Boston, 

Mass. 1958. Ad- 
vance notice. 


9 


Jan, 23 


oo, 


Monday—30 


Industrial Heating Equip- 
ment Association will hold 
meeting, Pittsburgh, Pa. 
Jan. 27, 28, 1958. Advance 


notice. 





1esday—31 


n Society of Heat- 
Air Conditioning 

rs will hold annual 
Pittsburgh, Pa. 

29, 1958. Advance 
notice. 





JANUARY 


Wednesday—1 


Happy New Year, 1958! 








Thursday—2 


Home Improvement Prod- 

ucts Show will be held, Chi- 

cago, Ill. Jan. 27-29, 1958. 
Advance notice. 





Friday—3 


Annual Institute on the 
Law of Oil and Gas and 
Taxation will be held, Dal- 
las, Tex. Jan. 29-31, 1958. 
Advance notice. 









































“Peace on Earth, Good Will toward Men” 


Public 
Utilities 


FORTNIGHTLY 


VoL. 60, No. 13 


DECEMBER IQ, 1957 


Implications of Switching to 


Fair Value 


Taking issue with a previous article in this magazine 

stressing the defects of the original cost approach, this 

author suggests reasons why it would be contrary to 

the investor’s interest to shift over to fair value or 
current cost rate base practices. 


By THOMAS E. WENZLAU* 


N his article “Fair Value Revisited,” 
which appeared in the April 11, 1957, 
issue of. the Pustic UTILities Fort- 
NIGHTLY, Charles K. Robinson states that 
“the arguments against fair value are all 


 @ ones of expediency, not ones of justice or 


fundamental fair treatment.” The follow- 


* Assistant professor of economics, Kenyon Col- 
lege, Gambier, Ohio. For additional personal note, 
see “Pages with the Editors.” 

The author wishes to acknowledge the help of 
Professor C. O. Fisher of Wesleyan University 
who read and criticized earlier drafts of this article. 
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ing analysis of the implications of fair 
value clearly demonstrates that under con- 
temporary institutional arrangements the 
arguments related to fair value rest on a 
basis considerably wider than pure expedi- 
ency. This is not to state categorically that 
the fair value or reproduction cost doc- 
trine must be completely discarded. It is 
necessary, however, that the immensity of 
the problems and the complexities associ- 
ated with adopting the fair value doctrine 
be wholly understood. 


DECEMBER 19, 1957 





PUBLIC UTILITIES FORTNIGHTLY 


Difficulties arise because the responsi- 
bilities of public utility commissions are 
divided and competing. The commissions 
must seek to provide adequate and efficient 
service at rates which are just and reason- 
able to customers but which are sufficient 
to allow for equally just and reasonable 
returns to investors. Over the long run, 
adequate and efficient service can be pro- 
vided only if returns to past investors 
have been sufficient to make future invest- 
ment in utility corporations attractive in 
the security markets. The short-term re- 
sponsibility of the commissions to cus- 
tomers to keep rates low often appears to 
be in conflict with their responsibility to 
investors. It is this apparent incompatibil- 
ity that sets the stage for the conflict be- 
tween original cost and fair value. 


. an attempt to avoid the semantic diffi- 
culties which often characterize an ana- 
lytical article, I shall describe briefly the 
more specific nature of the problem. The 
basic disagreement relates to assigning a 
value to the investment in the firm. Invest- 
ment is composed primarily of plant— 
land, buildings, equipment, machinery, in- 
ventories, etc.—but also must include a 
modest amount for working capital in the 
form of financial assets. Valuing the in- 
vestment is important for two reasons: 
1. It is the base to which the rate of return 
is applied in order to determine the income 
of the utility. 2. For depreciable assets, the 
valuation procedure provides the base on 
which depreciation expense is calculated. 

Depreciable assets are those used up in 
the provision of a service or product but 
which have a “life” longer than the fiscal 
period over which the firm computes its 
income. The outlay or investment to ac- 
quire such assets—which may be described 
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as congealed future services—is their cost, 
The using up of these assets is an expense 
of the firm.* This expense is called depre- 
ciation. Depreciation may be more rigor- | 
ously defined as that part of the cost of an | 
asset which represents its contribution to | 
production during a specific period. In 
other words, depreciating assets are 
thought to be making continuous contri- | 
butions to production during the entire | 
period of their use. 


ONG-LIVED productive factors, therefore, | 
require a periodic depreciation charge | 
against income. The methods used to de- 
termine the amount of depreciation are | 
many and varied. Whatever the method | 
employed, some percentage of the cost of | 
the asset will be deemed appropriate for } 
specific periods. To arrive at the dollars- | 
and-cents estimate this percentage is mul- 
tiplied times the asset cost. It is the term | 
asset cost that is the focal point of the dis- | 
agreement. 
Dealing briefly and simply with the § 
various concepts of cost is no easy task. | 
I shall, therefore, expeditiously limit my- 
self to two alternative definitions which § 
will illustrate the nature of the argument. | 
The conservative and historically popular | 
definition states that the cost of providing | 
a service to a particular fiscal period is j 
dependent upon the actual historical in- [ 
vestment made in the service. The second q 
and under particular circumstances incom- § 
patible definition is that the cost of provid- 
ing a service in any period is the current j 
investment necessary to acquire the serv- f 
ice. The second interpretation is an illus- | 


1In the case of some factors of production the j 
incurring of cost and expense is simultaneous, and | 
distinguishing between the two is of little value. | 
This is true in the case of the acquisition of any 
input factor which contributes its service (or 1s 
consumed) as it is purchased; labor for example. | 
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tration of the economists’ doctrine of 
opportunity costs and has been popular- 
ized partly by the interest of this profes- 
sional group. I shall refer to these two 
concepts as the original cost and current 
cost theories, respectively. 













A SINGLE notion can explain the intense 
disagreements which have resulted 
from the conflict of these two theories. 
Those who advocate original cost accept 
current dollars as the proper measuring 
device for appraising firm and economic 
performance. Supporters of the current 
cost doctrine insist that because the value 
of current dollars commonly fluctuates 
from period to period, a more stable cri- 
terion—real dollars—must be invoked. 
At the present time federal regulatory 
commissions and the Bureau of Internal 
Revenue recognize only original cost in 
valuing plant both for purposes of rate 
making and calculating depreciation. Pro- 
ponents of the current cost system poiut 
out that the current legal practice of em- 
ploying an unstable yardstick of value— 
current dollars—is both inequitable and 
uneconomic. In order to analyze and ap- 
praise both policies completely I wish to 
create two hypothetical public utility firms, 


q 
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alike in all respects save their capital struc- 
tures. The investment in each is $1,000 
and is composed entirely of a fully auto- 
matic plant so that the only operating 
expense is depreciation. The plant has an 
expected life of twenty years and is being 
depreciated on a straight-line basis. The 
capital structure of hypothetical firm A is 
made up entirely of common stock. The 
structure of firm B consists of 5 per cent 
bonds making up 60 per cent of the total 
capital with the remaining 40 per cent be- 
ing common stock. The regulatory body 
has decided that a rate schedule to provide 
an operating income’ of $72 per year, a 
return of 7.2 per cent on the investment, 
is equitable. 


_— existing U. S. tax system and the 
prevailing structure of interest rates 
present problems to commissions seeking 
to regulate operating income. Because in- 
terest charges are tax deductible and inter- 
est rates are customarily lower than rates 
of return paid on equity securities, the 





2 Operating income is computed by subtracting 
from gross revenues (1) current operating ex- 
penses, (2) depreciation, and (3) income taxes. It 
includes, however, interest payments on funded 
debt. It differs from the accounting concept net 
income in that it is net of taxes on income but 
inclusive of interest expenses. 


“THE commissions must seek to provide adequate and efficient 
service at rates which are just and reasonable to customers but 
which are sufficient to allow for equally just and reasonable re- 
turns to investors. Over the long run, adequate and efficient 
service can be provided only tf returns to past investors have 
been sufficient to make future investment in utility corporations 
attractive in the security markets. The short-term responsibil- 
ity of the commissions to customers to keep rates low often 
appears to be in conflict with their responsibility to investors. 
It is this apparent incompatibility that sets the stage for the 
conflict between original cost and fair value.” 
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total revenue necessary to provide a “just 
and reasonable return” to stockholders of 
firm B will be considerably less than for 
firm -A. For example, a rate schedule 
which provides total revenues of $200 is 
necessary to cover depreciation and taxes 
and to assure stockholders of firm A a 7.2 
per cent return on their investment. The 
same operating income can be assured to 
investors in firm B by utilizing a rate 
schedule which earns only $168. 
Furthermore, an operating income of 
$72 insures a return of 10.5 per cent on 
the investment of stockholders of firm B. 
Of the total operating income only $30 is 
required to meet the interest payments, 
leaving $42 available for dividends. Such 
a discrimination in favor of the stockhold- 
ers of firm B is justified, perhaps to the 
extent of 3.2 per cent, by the thinner, 
hence more risky, equity capital. In spite 
of the fact that this additional risk is com- 
pensated, the capital structure of firm B 
facilitates 16 per cent lower rates to con- 
sumers than charged by firm A without 
sacrificing the quality of service or depriv- 
ing stockholders of appropriate earnings. 
It is primarily management’s traditional, 
ultraconservative distaste for debt and the 
reluctance of regulatory commissions to 
prescribe an “appropriate” capital struc- 
ture that prevent all ratepayers from being 
benefited by the lower rates.* We shall 
refer again to this problem in a different 
context later in the article. 
Ww respect to plant valuation, prob- 
lems arise only when the price level 





3 To the extent that the lower rate schedule is 
facilitated by tax deductible interest payments cus- 
tomers of firms having a thin equity are in effect 
being subsidized by taxpayers. In a sense, then, 
forcing utilities to “thin out” their equity is forc- 
ing the taxpayer to shoulder a part of the cost of 
providing the service. 
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in the economy is changing. So long as | _ 


the price level remains fixed the purchas- | 
ing power of the dollar is unchanged. Cur- | 
rent costs as defined are identical to origi- | 
nal costs. Let us assume, however, that 
inflationary tendencies in the economy re- | 
sult in a 50 per cent price level increase 
so that the current cost value of the invest- 
ment rises to $1,500. (I am assuming that | 
funds supplied via depreciation are im- | 
mediately reinvested in the plant, thus re- | 
taining net investment—in original dol- | 
lars—constant at $1,000.) Since account- | 
ing costs do not rise—they are calculated | 
on an original cost basis—the utility os- | 
tensibly has no grounds for requesting an | 
increase in rates. The return on the origi- | 
nal investment measured by conventional 
methods remains at 7.2 per cent. 


a 


epee etes rem 


usecase 


\ pac firm, however, is a going concern | 
and must remain so. When the plant | 
currently in use wears out it must be re- | 
placed. If prices rise, funds supplied by 
original cost depreciation will be insufh- 
cient to replace the new assets. Stockhold- 


— 











ers must supply additional funds necessary 
to maintain the physical plant. Such funds 
may come as a result of either of two 
courses of action. Management may set | 
aside funds in the form of surplus reserves 
during the life of the asset so that sufficient | 
funds will be available for replacement at 
the higher price level. This means, of 
course, that the full operating income will | 
not be available for interest and dividends. 
In the case of hypothetical firms A and B 
a price index rise to 150 necessitates a spe- 
cial reserve of $25 per period. Thus for § 
firm A only $47 rather than $72 per period | 
will be available for dividends to stock- j 
holders. The dollar earnings after allow- | 
ances for higher future replacement costs [ 
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IMPLICATIONS OF SWITCHING TO FAIR VALUE 










































































Disadvantages of Both Cost and Value Methods 


wal & HE present method of original cost valuation has disadvantages and 
inequities. Current cost valuation, whether used in its pure form 
or in a modified version to apply only to equity capital, also possesses dif- 
ferent but significant drawbacks and injustices. Furthermore, the signifi- 
cance of these theoretical disadvantages, taken together with the major ad- 
ministrative problems of changing the legal valuation procedure, leads one 
almost inevitably to the conclusion that the original cost basis with all of its 
recognized imperfections must be maintained. Within the framework of 
economic institutions in the United States today neither of the alternative 
valuation procedures analyzed supplies an equitable solution.” 
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drop to 4.7 per cent of the original invest- 
ment. Furthermore, since the real value of 
each dollar has been cut in half by the in- 
flation, the real earnings amount to only 
$31 or 3.1 per cent of the original invest- 
ment. 


free firm B the effect of appropriating 

$25 of the $72 operating income for a 
replacement reserve is to reduce the in- 
come available for dividends to a mere 
$17. Stockholders would thus be earning 
only 4.25 per cent on their original $400 
investment and only 2.8 per cent on the 
current real value of that investment. It is 
clear from this illustration that the exist- 


ence of debt obligations in the capital 
structure magnifies the impact of a specific 
inflationary surge on both the current and 
real dollar return to stockholders. 

The second course of action open to the 
firms is to ignore the effects of the rising 
price level and to continue to pay out all 
operating income in interest and divi- 
dends. In this case a portion of the divi- 
dend payment represents not real earnings 
but a distribution of real capital to the 
owners. The owners (or future investors) 
will subsequently be called upon to provide 
the additional funds needed for replace- 
ment. Even in this case where distributed 
earnings remain at $72 per period, the real 
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value of earnings will diminish in propor- 
tion to the rise in prices. The stockholder 
is asked or is forced to assume the specu- 
lative risk related to a rising price level in 
addition to the conventional risks associ- 
ated directly with the utility itself. 


i prices move down, the opposite situa- 
tion results. The depreciation reserve 
accumulates funds more than sufficient to 
replace the asset. The amount in excess of 
the replacement cost is in a sense a dis- 
guised real capital gain to the stockhold- 
ers. In addition, although the dollar value 
of the return remains constant, its real 
value will rise. In the case of firm A if 
prices fall by 50 per cent, stockholders will 
earn $25 in the form of a disguised capital 
gain over and above the $72 per period 
ordinary return from operations. Since 
prices have been cut in half, the real value 
of earnings has risen from 7.2 per cent to 
14.7 per cent of the original investment of 
$1,000. 

Thus, the stockholder benefits specu- 
latively in two ways from the falling 
prices. Stockholders of firm B benefit from 
the same disguised capital gain that ac- 
crued to owners of firm A. In the case of 
firm A this amounted to $2.50 per year 
for each $100 invested in common stock. 
For owners of stock in firm B this same 
total capital gain amounts to $8.33 per 
year per $100 invested in common stock. 

Furthermore, the real value of their re- 
turn calculated on the current real value 
of their original investment increases from 
10.5 per cent to 15.75 per cent; an in- 
crease more than proportional to the de- 
cline in prices. The real value of the bond- 
holders’ return also increases but precisely 
in proportion to the decline in prices. Thus 
on the downswing of prices as well as on 
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the upswing stockholders in firms having 
debt obligations in their capital structures 
will be more severely affected; 1.e., their 
speculative gains (losses) per dollar in- 
vested will be greater. 


—— under current valuation proce- 

dures speculative gains or losses inevi- 
tably result from fluctuating price levels, 
commissions are faced with the problem 
of dealing with them. The present practice 
is to reward investors sufficiently so that 
they are willing to accept both the risks 
associated with changing price levels and 
those related to the firm itself. There can 
be no ethical condemnation of this prac- 
tice. 

Investors are not forced to buy utility 
shares. There are many alternative invest- 
ment opportunities. Investors are or 
should be aware of current practice with 
respect to valuation and certainly are not 
so naive as to believe that price levels are 
forever unchanging. They are therefore 
committing their capital, knowing full 
well the conditions of the commitment. 

This ethical justification of current 
practice is not to be construed as an un- 
equivocal acceptance of current practice. 
The present system is one method ; not the 
only method and perhaps not preferable 
from an economic point of view. In fact, 
the claim that current cost valuation is 
economically preferable because it deals 
in real terms, in terms that are fundamen- 
tally more meaningful, cannot be sum- 
marily dismissed. To appraise this claim 
let us compare the results attained via 
each method by assuming that the regula- 
tory commission and the Bureau of Inter- 
nal Revenue will permit the use of current 
cost valuation for rate making and depre- 
ciation expense calculation, respectively. 
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{ & objective of the regulatory proce- 
dure would be to adjust the rate sched- 
ule to maintain the real value of the util- 
ity’s operating income when operating ex- 
penses are calculated on a current cost 
basis. In light of this objective let us ex- 
amine the effect on firm A. A 50 per cent 
rise in the price level would raise deprecia- 
tion expense and the value of investment 
proportionally, thus necessitating a total 
income of $300 per period. That is, cur- 
rent depreciation expense would be $75 
(having a base period real value of $50). 
Taxes would be $117 and $108 would be 
left as operating income. This income 
constitutes a return of 7.2 per cent on the 
new higher ($1,500) rate base. The real 
value of the operating income and the rate 
of return calculated on a current cost basis 
are thereby held constant. 

If prices fall, necessary depreciation ex- 
penses will diminish and real earnings will 
rise accordingly. To provide a 7.2 per cent 
return to stockholders figured on the re- 
duced rate base ($500), rates must be 
lowered so as to earn a total revenue of 
$100. Depreciation expense will decrease 
to $25 and taxes to $39, leaving $36 to 
stockholders. 

The utilization of current cost valuation 
clearly eliminates the speculative risk of 
price level changes for stockholders. How- 
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ever, this effect is limited to firms which 
have only equity capital. Furthermore, it 
must be strongly argued that since aggre- 
gate risk is reduced the “just and reason- 
able” rate of return will necessarily be less 
than in cases where stockholders are ex- 
pected to assume the risks of changing 
price levels. Theoretically, the rate differ- 
ential will be that which in the eyes of the 
capital market is just sufficient to offset 
the additional risk involved. 


a. the specific circumstances cited, 
current cost valuation clearly works 
out to the advantage of both customer and 
stockholder. At all times the average rates 
customers pay for service will equal the 
current cost of providing that service. If 
the price level is stable, customers pay 
lower rates because the risk assumed by 
stockholders is smaller. For example, let 
us assume arbitrarily that eliminating the 
risk element associated with general price 
instability facilitates a reduction in the 
“just and reasonable” rate of return from 
7.2 per cent to 6 per cent. In such a case, 
the total revenue of firm A will be reduced 
to $175 during periods of price stability. 
Ratepayers thereby pay 12.5 per cent less 
for the same service as long as prices re- 
main constant. 

If prices rise, rates will rise but only by 


proper measuring device for appraising firm and economic per- 


q “THOSE who advocate original cost accept current dollars as the 


formance. Supporters of the current cost doctrine insist that be- 
cause the value of current dollars commonly fluctuates from 
period to period, a more stable criterion—real dollars—must be 
invoked. At the present time federal regulatory commissions and 
the Bureau of Internal Revenue recognize only original cost in 
valuing plant both for purposes of rate making and calculating 


depreciation.” 
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an amount necessary to maintain the real 
value of the investors’ return and original 
investment. If prices fall, rates to custom- 
ers will fall but not at the expense of the 
real return to stockholders. Depreciation 
calculated in this manner will provide pre- 
cisely the amount needed by the firm to 
maintain the physical plant at the different 
(higher or lower) price level. Since 
economic costs are actually reported and 
used as a basis for both management and 
commission decision, a closer approxima- 
tion to an optimum allocation of economic 
resources can be attained. 


) emaleiaga cost valuation, on the other 

hand, will require paying a bonus 
dividend to the owners to compensate the 
risk associated with fluctuating - price 
levels. The bonus will be paid, at all times 
regardless of the direction of actual price 
movements. It would be-infinitely fortu- 


nate if the cost to the customer and the 
return to the stockholder were the same in 
each case. If costs and returns do differ, 
either customers or stockholders are being 
discriminated against. In a more general 
sense, since no attempt is made to report 
economic costs, it will be virtually impos- 
sible for the economy to attain an eco- 
nomic allocation of its resources. 

The foregoing discussion of current 
cost valuation, which supports rather than 
contradicts Mr. Robinson, has been lim- 
ited to firms having a capital structure 
composed entirely of equity securities. 
This is not a realistic case. Virtually all 
utility firms have substantial quantities of 
creditor capital in their capital structures. 
Therefore, a detailed analysis of the ef- 
fect of current cost valuation on firm B 
is essential. The treatment which follows 
provides unambiguous evidence that uti- 
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lizing current costs presents theoretical 
problems which detract substantially from 
the desirability of employing such valua- } 
tion procedures. 


W: adhere to the same objective in | 
applying current cost valuation to | 
firm B as in the case of firm A; namely, | 
that the real value of operating income | 
calculated on a current cost basis is to be | 


_held constant. If prices rise 50 per cent, | 


total revenue must be increased from $168 
to $268. The increase necessary for firm | 
B is the same absolutely but relatively | 
more than that for firm A. Furthermore, 
the increase for firm B is more than pro- | 
portional to the price rise. (Prices rose | 
only 50 per cent while the necessary rise 7 
in firm B total revenue was 59.5 per 
cent.) Nevertheless, the total revenue re- 
quired by firm B is still less than that 
required by firm A. The $268 total reve- 
nue provides an operating income of $108, 
which is 7.2 per cent of the $1,500 current © 
value of the original investment. 
However, since the return to creditor 
capital is fixed, the stockholders are being 
rewarded more than enough to maintain 
the real value of the return on their invest- | 
ment. The current value of their original f 
$400 investment is $600. After interest of | 
$30 is paid out of the $108 operating in- 
come, $78 remains for dividends. This 
constitutes a 13 per cent return on equity 
capital. Employing this current cost 
method permits the stockholder to secure 
a speculative gain at the expense of the 
ratepayer. This conclusion is reached in 
spite of the supposed elimination of specu- 
lative gains and losses by the utilization 
of current cost valuation procedures. 
Contrariwise if prices fall, current 
cost valuation introduces speculative 
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Dealing with Speculative 
Changes 


CC Se under current valuation proce- 

dures speculative gains or losses 
inevitably result from fluctuating price 
levels, commissions are faced with the 
problem of dealing with them. The pres- 
ent practice is to reward investors suffi- 
ciently so that they are willing to accept 
both the risks associated with changing 
price levels and those related to the firm 
itself. There can be no ethical condemna- 
tion of this practice. Investors are not 
forced to buy utility shares. There are 
many alternative investment opportuni- 
ties. Investors are or should be aware of 
current practice with respect to valuation 
and certainly are not so naive as to believe 
that price levels are forever unchanging.~ 


IMPLICATIONS OF SWITCHING TO FAIR VALUE 
a a 




















losses for the stockholder. These losses 
present problems far more complex than 
those originating in original cost valua- 
tion. Referring again to firm B, if prices 
fall by 50 per cent a rate schedule which 
produces total revenue of only $68 is in 
order. Operating income of $36 remains 
after payment of taxes. This constitutes a 
7.2 per cent return on the current value 
of the total investment. However, since 
$30 is irrevocably committed to the pay- 
ment of interest on the outstanding debt, 
only $6 remains for distribution to stock- 
holders. This constitutes a 3 per cent re- 
turn on the current value of the original 
equity contribution. 

More important still is the potential 
effect of a more substantial price decline 
or a larger portion of the capital structure 
in the form of debt. It is clearly conceiv- 
able that a pure current cost doctrine 









would require public utility commissions 
to reduce rates to a level which would 
completely eliminate the return to stock- 
holders and would be inadequate to meet 
the interest payments. Commissions could 
never accept such a policy. If the regula- 
tory body accepts the short-run responsi- 
bility to maintain just and reasonable 
rates (judged on a current cost basis) af- 
fected utilities would find it virtually im- 
possible to tap the capital market for 
funds. Access to the market in order to 
finance improvement and expansion of 
facilities is necessary to maintain adequate 
service in the long run. There is an in- 
soluble conflict between the long- and the 
short-run interests of the public. 


it is clear that the current cost doctrine 
is no panacea. For firms having both 
debt and equity in their capital structures 
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the current cost doctrine does not elimi- 
nate but merely reverses the problem of 
speculative gains and losses. Whereas the 
original cost system brings about a real 
speculative loss to stockholders during in- 
flation and results in a real speculative 
gain during recession, current cost valua- 
tion causes stockholders to suffer a real 
‘ loss during recession and to receive a real 
capital gain during inflationary periods. 
One could hardly argue as in the case of 
firm A that a lower rate of return was 
justifiable because the risk had been re- 
duced. 

Irrespective of the questionable side ef- 
fects and the difficult problems of adminis- 
tration, the pure current cost doctrine has 
no theoretical advantage over the original 
cost system from the point of view of 
equity. If adopted in the form described 
above it would merely shift the discrimi- 
nation during inflation, which currently 
appears to be in favor of the ratepayer, to 
the stockholder at the expense of the rate- 
payer. This illustration indicates clearly 
why equity interests might press for the 
current cost doctrine but it also suggests 
that their argument can hardly be sup- 
ported on the basis of equity for ratepayer 
as well as that of stockholder in cases 
where either bonds or preferred stocks are 
involved in the capital structure. 


_ unworkability of both original 

cost valuation and pure current cost 
valuation leads us inevitably to seek a 
compromise method which would be equi- 
table for both ratepayers and share own- 
ers. The solution most closely approach- 
ing this ideal requires adjusting the rate 
schedule to maintain the same real return 
on equity capital only. For firms having 
only common stock this alternative is 
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identical to the pure current cost method. 
For firms having debt obligations, firm B, 
for example, rates will be adjusted as 





prices rise (or fall) so that the firm will | 


always be able to pay a constant return on 
the current value of the equity contribu- 
tion. However, since stockholder risk is 
reduced, it will not be necessary to pay a 
raté as high as is justifiable when share- 
holders are accepting this risk. Let us as- 
sume that under the reduced rate condi- 
tions a rate of 8.75 per cent (rather than 
10.5 per cent) is just and reasonable. This 
means that a 1.75 per cent return was pre- 
viously paid to induce investors to accept 
the speculative risks of fluctuations in the 
general price level. 

To achieve a constant 8.75 per cent re- 
turn, the firm will need to earn only $153 


when prices are stable. (This is $15 less | 


than when original cost is employed be- 
cause of the different risk reward.) To 


achieve this same objective with a 50 per | 


cent price increase, total revenue earned 


by the firm must rise from $153 to $215 


—an increase of 40.5 per cent. (This is 


compared to a 59.5 per cent rise from | 
$168 to $268 in the pure current cost | 
formulation.) The increase permits an | 


operating income of $83 and a return to 
stockholders of $53, which is 8.75 per cent 
of the current value of their investment. 


The shareholder has not gained in any | 
fashion at the expense of the ratepayers. | 


HIS compromise alternative to pure | 


current cost solves some but not all | 
problems of a falling price level. If prices | 


fall by 50 per cent, total revenues of $93 
will provide an operating income of $48. 
After interest payments of $30 the amount 
available for dividends is $18 or 8.75 per 


cent of the current value of the stockhold- : 


en 
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ers’ original contribution. In no case will 
the commission be faced with the problem 
of reducing the income of the utility so 
significantly that the payment of dividends 
will be impossible. More important, the 
firm will never be forced to default on its 
interest payments as a result of deflation- 
ary tendencies in the economy. 

However, the problem of accumulating 
sufficient funds to repay the debt obliga- 
tions during a deflationary period does 
complicate this alternative system. If the 
management of firm B has used the pro- 
ceeds from the sale of the debt obligations 
to purchase depreciable assets, it no doubt 
expects to use funds flowing from depre- 
ciation allowances to repay the principal. 
If in the meantime the price level falls 
reducing the depreciation base proportion- 
ately, the flow of internal funds available 
to management for repaying the debt also 
is diminished. Since the debt is fixed in 
dollar value it could easily mean that the 
firm, while not being in any sense forced 
to default on the periodic interest pay- 
ments, still may find it difficult if not im- 
possible to repay the principal. 


Oxz further fact must be mentioned. 


The method of valuing investment 
and computing the depreciation base af- 
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fects the differences between average rates 
justifiably charged to customers by firms 
A and B, respectively. Our particular illus- 
tration shows that under the original cost 
system firm A requires 19 per cent more 
total revenue to assure an adequate return 
(7.2 per cent) for its stockholders than 
did firm B. The same relative differential 
obtains during periods of price level fluc- 
tuations because the rate schedules are not 
altered in response to price movements. 


Wes current costs are employed, firm 

A’s total revenue must be 22 per cent 
greater if prices are stable; only 14 per 
cent greater during a 50 per cent price 
rise; but 82 per cent larger during a de- 
flation of the magnitude of the same order. 
The compromise plan to stabilize the real 
value of the equity return requires only a 
14 per cent differential in favor of firm A 
during stability of prices, a 22 per cent 
greater income during the inflation postu- 
lated, but firm B’s income 6 per cent 
greater when prices fall by 50 per cent. It 
is necessary then that any recommenda- 
tion to adopt a current cost formulation, 
either in its pure or in its compromised 
form, must be accompanied by an urging 
to standardize to some degree the capital 
structures of utilities. The difference in 


“THE utilization of current cost valuation clearly eliminates the 
speculative risk of price level changes for stockholders. How- 
ever, this effect is limited to firms which have ONLY EQUITY 


CAPITAL. Furthermore, it must be strongly argued that since 
aggregate risk is reduced the ‘just and reasonable’ rate of re- 
turn will necessarily be less than in cases where stockholders 
are expected to assume the risks of changing price levels. Theo- 
retically, the rate differential will be that which in the eyes of 
the capital market is just sufficient to offset the additional risk 


involved.” 
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rates charged to customers of similar utili- 
ties and justified by different capital struc- 
tures when original cost valuation is used 
is substantial. This differential is aug- 
mented by both alternative valuation 
methods depending upon the direction of 
the price trend. It is inconsistent to advo- 
cate current cost valuation because origi- 
nal cost discriminates against shareholders 
and in favor of customers, while simul- 
taneously ignoring the equally important 
and related discrimination among custom- 
ers of different utilities arising because of 
variations in their respective capital struc- 
tures. 


HILE the use of a modified current 

cost formulation has much to recom- 
mend it over the pure current cost doc- 
trine, neither is it a simple “cure-all.” 
Theoretical economic problems and ques- 
tions of equity in addition to Mr. Robin- 
son’s “arguments of expediency” are 
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clearly in evidence and must be cautiously 
and fully examined before recommending 
sweeping changes in the basis of public 


ec tentee ee? 


utility regulation. The present method of © 


original cost valuation has disadvantages 


and inequities. Current cost valuation, | 
whether used ia its pure form or in a | 
modified version to apply only to equity | 
capital, also possesses different but signifi- | 


cant drawbacks and injustices. Further- 
more, the significance of these theoretical 


disadvantages, taken together with the | 


major administrative problems of chang- 
ing the legal valuation procedure, leads 
one almost inevitably to the conclusion 
that the original cost basis with all of its 
recognized imperfections must be main- 
tained. 

Within the framework of economic 
institutions in the United States today 
neither of the alternative valuation proce- 
dures analyzed supplies an equitable solu- 
tion. 





Present the Truth 


“7. in industry have an obligation to present the truth as 
we see it and to help people understand that this is the 
system which has been responsible for remarkable human progress 
through technological change. We have an obligation to acquaint 
them with the conditions under which the system operates most 
efficiently, such as methods and rates of taxation, and other factors 


determined by our government. 


“This will take time—it will take effort—it will take patience— 
it will require the co-operation of every member of our management 
and supervision. The support of every employee should be enlisted, 
for our employees are often accepted as the best judges of our 


conduct. 


“Progress will seem slow, for it will be necessary to tell the story 
over and over again. The stakes are high. If we fail to win public 
confidence and support, industry will be the loser, but the real 
loser will be the public whom industry serves.” 

—SAMUEL G. BAKER, 
General manager, organic chemicals department, 
E. I. du Pont de Nemours & Company. 
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The Impact of the Current Money 
Market on Electric Utilities 


Despite present uncertainties as to whether the so- 
called “tight money” controls are going to get looser 
or tighter, the impact of the current money market on 
electric utilities has become a matter of serious concern. 


By HAROLD H. SCAFF* 
VICE PRESIDENT, EBASCO SERVICES 
INCORPORATED 


wo expressions which have by now 

become commonplace in the business 

world are “easy money” and “tight 
money.” Recently the effects of the condi- 
tions reflected by these two expressions on 
the economic welfare of the nation have 
been subject to intense debate. Since the 
end of World War II we have had both 
“easy” and “tight” money. Our economy 
during these years has experienced the 
lowest interest rates in history, occurring 
in the early part‘of 1946 and the highest 
levels in many years, occurring in 1957. 





*For additional personal note, see “Pages with 
the Editors.” 





So that we might better explore the 
problems that face the electric companies 
as a result of the current money market 
conditions, I would like to discuss briefly 
a few principles that are basic to the 
money market. 

Prices in the money market, like those 
in any other market, are set largely by 
supply and demand. The corporation 
which goes to the market with securities 
to be exchanged for money must compete 
for available funds not only with others in 
the same industry but with other indus- 
tries, and with various- governmental 
bodies. The demand for securities is ever 
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changing in intensity in accordance with 
the pressures on and the hopes for our 
economy. Popularity shifts from industry 
to industry, from corporation to corpora- 
tion in an industry, and from one type of 
security to another, as the investing public 
seeks a balance between return and se- 
curity. 


B™ buyers of securities and the cor- 

porations issuing new securities have 
some leeway in their actions. Those who 
have money available for investments may 
elect to keep it in the savings bank, to buy 
securities already on the market, or to buy 
new issues. They may choose to buy com- 
mon stock, preferred stock, bonds, or 
short-term notes. The decision of whether 
to invest and the form of investment are 
dictated by individual needs, hopes for 
capital gain, desire for a security of prin- 
cipal, fear of inflation, and a myriad of 
other factors. 

The larger part of corporate financing 
springs from the desire to expand or to 
refinance past issues. Management control 
over the timing and extent of financing 
gives industrial corporations considerable 
leeway. A similar leeway is not always 
available to electric companies, however, 
since they must at all times have electricity 
available at the flick of a switch, and their 
expansion cannot be deferred because 
money rates are unfavorable at the mo- 
ment. Hence electric companies lose a cer- 
tain degree of freedom with respect to the 
timing of financing. In addition, prices, 
the issuance of securities, and the relation- 
ship of the corporate structure are often 
regulated by public agencies. Since the ex- 
pansion of electric companies is generally 
governed by the same factors that govern 
other major industrial expansion, de- 
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mands on the market for new money occur 
about the same time. 


a current money market is char- 

acterized by high yield bonds, low 
yield common stocks, and a high degree of 
selectivity. This, of course, is a gross over- 
simplification but is sufficient to make the 
point for present general discussion. The 


determinant of yield on any security is the | 


risk involved. The higher the risk, the 
higher the yield demanded by investors, 
Bonds, representing an obligation enforce- 
able at law to repay principal at a stated 
time and to pay a stated interest, would be 
expected to produce the lowest yields. 
Common stocks, on which a return in 
dividends or appreciation is contingent on 
the ability to make a profit, should repre- 
sent the highest risk and produce the high- 
est return. When bond yields exceed those 
for common stock, obviously something is 
out of balance. Fear of long-term inflation 
is of course a major influence. The threat 
of continued inflation lessens the desira- 
bility of a fixed yield and return of the 
dollars invested, but increases the security 
of an investment. 

Present tax treatment of capital gains 
makes it more desirable for an investor to 
defer a return which is taxable as income 
in favor of a return as a capital gain. Thus 
the current popularity of the so-called 
“growth” stocks is closely related to the 
threat of inflation and the present tax 
structure. The plow-back of a high per- 
centage of earnings into research, product 
development, and expansion is in effect an 
automatic reinvestment of return and a 
deferral of taxable income to be taken at 
the investor’s discretion as a capital gain, 
assuming there has been a compensating 
increase in value. Hence, for growth 
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year period at $25.9 billion. Internal 
sources such as retained earnings, depre- 
ciation accruals, and miscellaneous amor- 
tizations, provided $9.4 billion, or 36.3 
per cent of the cost of the construction. 
The balance of $16.5 billion was obtained 
from new financing. Long-term debt con- 
tributed $11.1 billion, preferred stock $2 
billion, and common stock $3.4 billion. 


7 is interesting to see from Exhibit I, 
page 991, the trend in the cost of 
money to the electric companies to carry 
on this expansion program. The average 
annual offering yields on mortgage bonds 
increased from 3.04 per cent in 1948 to 
4.7 per cent for the nine months ended 
September, 1957. Preferred stock yields 
increased from 4.70 per cent to 5.46 per 
cent during the same period. However, 
during that period average annual offering 
yields of common stock decreased from 
7.48 per cent to 5.50 per cent. 

We see from this exhibit that during 
the 10-year period the cost of bond money 
has increased 53 per cent, preferred stock 
16 per cent, whereas common stock money 
has decreased 26.6 per cent. Senior capital 
money has cost the electric companies sub- 
stantially more and bond and preferred 
stock money costs are at their highest 
point in many years. 

The marked downward trend in the 
average offering yields on common stock 
during the years 1948 to 1955 was caused 
by a number of factors, including im- 
proved general market conditions as well 
as improved recognition by investors of 
the growth prospects of many electric 
companies. Surely this was a vote of con- 
fidence in the ability of privately managed 
electric companies to overcome rising fuel 
and other operating costs, by designing 
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and installing larger and more efficient ; 


plants, and by improving the load factor. 
They apparently have also been confident 
of management’s ability to obtain rate in- 





creases when needed from regulatory au- | 


thorities. Should the incremental return 
on new plant continue to decline because 
of higher financing charges and operating 
costs and no apparent rate increases are 


forthcoming, many investors are likely to | 
take a hard look at earnings prospects and © 
either seek greater returns or shift into | 


more favorable stocks. 


Y IELDS on electric utility stocks have 


risen in recent months from an aver- | 


age of about 5 per cent in June to about 


5.5 per cent at October 9, 1957. Of course, © 


future investor appraisals will be influ- 
enced by general market conditions and 


changes in investment psychology. How- | 
ever, higher senior money costs are likely | 


to be a factor in the investment appraisal 


of equity securities in general. Some in- | 


vestors have already shifted from common 
stock equities to mortgage bonds selling 
at considerable discounts and yielding 
good returns. 

You will note the bulge in the trend 
line for mortgage bonds and preferred 
stocks in 1951 and again in 1953. This 
resulted from actions taken by the Fed- 
eral Reserve Board and the Treasury De- 
partment to curb inflationary tendencies 
existing in the national economy at that 
time. Perhaps you will recall that these 
methods were criticized in several quar- 
ters, particularly the 1953 method by the 
Eisenhower administration. Secretary of 
the Treasury Humphrey indicated in 
April, 1953, that changes in the manage- 
ment of the public debt would be made to 
preserve the soundness of our money and 
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flourishing trade. A program was an- 
nounced at that time for making the debt 
sounder by greatly expanding maturities 
of the debt by offering long-term issues at 
opportune times. The timing of the offer- 
ing and the subsequent disappointing mar- 
ket action of these bonds greatly influ- 
enced the course of the bond market. 


A SUBSEQUENT reversal of policy by 

the Federal Reserve in purchasing 
government securities through open mar- 
ket operations and the easing of the re- 
serve requirements of our banks indicated 
a sympathetic viewpoint toward those who 
thought the stringency in the money 
market might have gone too far, thus 
threatening a reversal in business condi- 
tions. To those who see a likeness in the 
present situation, it would be well to recall 
that Federal Reserve Board Chairman 
Martin, in his recent appearance before 
the Senate Finance Committee, said that 
the actions taken in 1953 toward relieving 
the money markets were taken too soon 
and that subsequent action to combat in- 
flation was not taken soon enough. 

While the cost of mortgage bond money 
is higher today than it has been for the 
past twenty-three years, after the New 
Deal initiated its cheap money policy, 
there were long periods of time in our 
financial history when mortgage bond 
money was much higher than it is today. 
It is well to note, too, that the electric 
utility industry was then in its early devel- 
opment period and that great progress 
was made at that time in the expansion of 
the industry. It was not unusual then, 
however, for an electric company to earn 
a return of 8 per cent. 

Exhibit II, page 993, shows the long- 
term interest rates before and after taxes 
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at stated intervals from 1920 to Septem- 
ber, 1957. These rates are based on 
Moody’s average of yields for public util- 
ity Aaa bonds. In passing I would like to 
note that these yields are not indicative of 
the offering yields on new issues, particu- 
larly for most recent periods. Bonds of 
comparable quality have recently sold on 
about a 4.75 per cent basis or about one- 
half of 1 per cent above the average. 


bee earlier periods covered on this 

exhibit are characterized by long- 
term interest rates that were higher than 
those existing today. This gives pause for 
consideration as to whether the financial 
conditions of the 20-year period that we 
recently passed through were- brought 
about by artificial means and hence were 
detrimental to our economy as evidenced 
by the inflation that occurred during that 
time. 

One can readily see from this exhibit 
that our federal tax structure has had a 
severe impact on the cost of debt money 
after taxes. This has had considerable in- 
fluence in many instances in determining 
the type of security to be issued in a 
financing. The composition of the capital 
structures of utility companies obviously 
has been also affected by this condition. 
It has resulted in a considerable increase 
in debt financing by industrial companies 
in direct competition in the financial mar- 
kets with electric companies. 

Articles have been published lately to 
show that the net cost of long-term debt 
money is less today than it was during 
the period from the early forties to the 
past few months, and therefore industry 
should not be concerned by the present 
cost of debt money, nor let it interfere 
with its general expansion program. 
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THE IMPACT OF CURRENT MONEY MARKET ON ELECTRIC UTILITIES 


While it is true that long-term debt money 
costs are low today because of taxes and 
should be sufficiently attractive for the in- 
dustry to expand on, the net cost is still 
higher to utility companies today than it 
was during the previous ten years. Obvi- 
ously this has increased the cost of doing 
business, which is so important to the 
electric companies today, and they should 
be allowed to recoup these added costs in 
their rates for service. 


— III, page 993, shows the impact 
of inflation in this country as evi- 
denced by the decline in the purchasing 
power of the dollar over the past twenty- 
four years. You will note that since 1940, 
there has been a continual shrinkage of the 
purchasing power of the dollar. The size 
of the dollar in 1957 in relation to the pur- 


chasing power of 1940 stands at 49.5 cents. 

As we all know, the basic cause of infla- 
tion is an excess of the means of payment 
over the volume of available goods and 
services. The means of payment are cur- 
rency in circulation and demand deposits. 
Currency in circulation climbed from $7.8 
billion in 1940, to $30.9 billion at the end 
of July, 1957, a fourfold increase ; demand 
deposits (unadjusted) have risen from 
$38.6 billion to $120.1 billion over the 
same 18-year interval, a threefold increase. 

The policy of the federal government 
from the time of the New Deal until 1951 
was to maintain low interest rates. This 
was accomplished by holding the discount 
rate for most of that time under 2 per 
cent, and by providing the banking system 
with cash through the operations of its 
Open Market Committee. Thus the Fed- 
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eral Reserve System laid the groundwork 
for an enormous expansion of credit and 
purchasing power. In addition, credit was 
made easier by reducing down payments 
and lengthening the maturity of loans. 
This helped to create the greatest buying 
spree that this country has ever seen. 


Ky though the Federal Reserve Sys- 

tem has been gradually tightening 
credit since 1951, it has taken several 
years for the inflationary pressures to 
force interest rates upwards. Today, the 
Reserve System is taking its cue from the 
money market and allowing high interest 
rates to exercise their effect upon infla- 
tion. 

While interest rates have been rising, it 
is important to note that the money sup- 
ply of currency in circulation and demand 
deposits have not increased appreciably 
since 1954. Therefore, we can consider 
this cause of inflation as a thing of the 
past. However, the annual rate of turn- 
over of demand deposits has continued to 
rise and we assume that the velocity of 
circulation has also been increasing rap- 
idly, which accounts for some of the cur- 
rent increase in purchasing power of con- 
sumers. This contributes to the persistent 
decline in the purchasing power of the 
dollar. 


1] to this point I have spoken about the 
low interest rates and expanded sup- 
ply of money as causes of inflation. The 
other side of the problem is excessive de- 
mand for goods and services, or insuffi- 
cient supply, if you will. It would lead me 
too far afield to discuss specifically which 
products have caught up with demand at 
today’s prices. On balance, however, the 
combined prices of the items that consti- 
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tute the consumer price index are still 
rising and this indicates that demand is 
stronger than supply. 

The same general conclusion applies to 
wages and services. With full employment 
still with us, the relative over-all shortage 
of labor makes it possible for labor unions 
to ask successfully for higher wages and 
more fringe benefits. Until unemployment 
grows a little it is unrealistic to expect 
that wages will stop rising. 

Now that we have seen from Exhibit 
III the impact of inflation on the purchas- 
ing power of the dollar over the past 
twenty-four years we come to the paradox 
that is almost beyond comprehension. 
While the purchasing power of the dollar 
has declined over 50 per cent during the 
past seventeen years and therefore greatly 
increased the cost of labor and commodi- 
ties generally, the return on net utility 
plant has decreased from 6.46 per cent to 
5.95 per cent as shown on Exhibit IV, 
page 995. You should be reminded, too, 
that the incremental return on the increase 
in utility plant for the period amounted 
to 5.57 per cent. 


HE data for this exhibit were taken 

from the “Statistics of Electric Utili- 
ties in the United States,” issued by the 
Federal Power Commission, and no at- 
tempt has been made to make the data 
comparable for the respective periods. 
During this period the utilities were still 
in the process of reclassifying electric 
utility plant to an original cost concept. 
The unclassified utility plant at Decem- 
ber 31, 1940, was $2.3 billion. There was 
no unclassified plant reported at Decem- 
ber 31, 1956. If the unclassified utility 
plant in 1940 were eliminated, assuming 
for the moment that it represented for the 
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most part plant acquisition adjustments, 
then the return on net utility plant would 
have decreased from 7.94 per cent to 5.95 
per cent and the incremental return on the 
increase on net utility plant for the period 
would have been 4.90 per cent. Therefore, 
if comparable figures were obtainable, the 
incremental return may have been as low 
as 4.90 per cent. 

If higher money costs, and higher labor 
and material costs, cause a further deteri- 
oration in the rate of return, then inves- 
tors will most certainly demand even 
greater returns on their investments. How 
much then will this add to the cost of 
financing expansion programs? 

I hasten to remind you that I used net 
utility plant in determining the return 
over the period for simplicity’s sake only. 
I deny completely the desirability or valid- 
ity of the use of original cost as a basis for 
determining the fairness of the return on 
the utility. It has been the use of the 
original cost concept of regulation that 
has largely created the situation described 
above. 

One aspect of the effect on electric com- 
pany equity securities of the returns al- 
lowed by regulatory commissions is illus- 
trated in Exhibit V, page 997. This shows 
the per cent change in the market value of 
various investments for the period 1940- 
57. Industrial equity securities increased 
364 per cent, the value of farms 331 per 
cent, the cost of new homes 204 per cent, 
the cost of living 102 per cent, while elec- 
tric company equity securities increased 
only 94 per cent. This shows clearly the 
extent to which electric utility companies 
have been discriminated against. 


ied us now turn to the future and see 
what is expected to confront the elec- 
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tric companies in providing additional 
facilities to meet the needs of their con- 
sumers in the future. Also, to see what 
funds will be required to finance this ex- 
pansion. 

Electrical World’s recent estimate for 
the total electric utility industry, adjusted 


by Ebasco to reflect the amount applicable | 


to the privately owned electric companies, 
shows that construction expenditures for 
the next ten years, 1958 to 1967, will 
amount to $54 billion. This is more than 
double the construction expenditures dur- 
ing the preceding ten years for the expan- 
sion of plant and facilities. In fact, it is 
about $19 billion more than the total esti- 
mated electric utility plant account at the 
end of 1957. 

Assuming that the industry will gener- 
ate internally the same percentage of its 
total cash requirements for construction 
as it did in the previous ten years, then the 
electric utilities will have to go to the 
financial markets for about $35 billion. 


_Wgmcenescagien speculation exists at the 


moment as to the future availability 
of investment capital and the price that in- 
dustry will have to pay for it. Significant 
observations on the availability of invest- 


ment capital were made at the recent con- | 
ference of the International Monetary 
Fund and the World Bank, which was | 


held late in September in Washington. It 


was brought out by several speakers rep- | 
resenting different countries, including the | 
underdeveloped countries, that there is in- 
sufficient investment capital to carry out 


present industrialization programs. 


Since we in this country find ourselves | 
in much the same situation it is obvious | 
that little or no relief can come from this | 
country to the other countries of the | 
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world; and since the shortage of invest- 
ment capital is world-wide it would seem 
obvious that it will continue for an indefi- 
nite period of time. 


enon that the shortage of invest- 
ment capital continues for a period 
of years and money rates continue at 
about the present levels, the effect upon 
electric companies is going to be reflected 
in higher costs to their customers. Some 
idea of the impact of the higher money 
costs on the utilities may be gained from 
the information on Exhibit VI, page 997. 
It shows the yearly incremental impact on 
common equity earnings that would result 
if the rate of return remained at an as- 
sumed 6 per cent and the average annual 
cost of money on senior securities were to 
prevail at the end of each period. The 
study assumes a rate of return of 6 per 
cent, capitalization of 50 per cent debt, 15 
per cent preferred, and 35 per cent com- 
mon equity. 

Offering yields on preferred stock 
for 1948 were 4.7 per cent, whereas in 
1957 the yields were 5.5 per cent, reflect- 
ing an increase of eight-tenths of a per- 
centage point. Mortgage bonds for 1948 
were 3 per cent as against 4.7 per cent in 
1957, resulting in an increase of 1.7 per- 
centage points. The incremental return on 
common equity, assuming 6 per cent re- 
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turn in 1948, was 10.8 per cent, whereas 
in 1957 it amounted to 8.1 per cent or a 
decrease of 2.7 percentage points. 

In view of the current high money costs 
for senior securities and the possibility of 
higher yields for common stock, an aver- 
age return of 7 per cent for electric utili- 
ties is not unreasonable. If an allowable 
return of 7 per cent were assumed in the 
above illustration the return on equity in 
1957 would have been 10.9 per cent in- 
stead of the 8.1 per cent shown. The re- 
turn of 10.9 per cent compares with the 
1948 return of 10.8 per cent or an increase 
of only .1 percentage point. 


HUS, in summary, it seems apparent 

that two critical problems face the 
electric utility companies as they look to 
the future. One, the unprecedented expan- 
sion program to meet the needs of their 
customers, and two, the strong likelihood 
of a continuation of inflation into the fu- 
ture. 

We have seen that the companies will 
need $54 billion to take care of their ex- 
pansion program for the next ten years. 
Of this amount $35 billion must come 
from the money markets, notwithstanding 
the likelihood of a shortage of investment 
capital well into the future. Since inflation 
is likely to plague the industry for some 
time to come, it is quite likely that the 


responsibility to its customers, as well as to tts investors, rate 


q “IF the electric utility industry is to be strong and carry out its 


regulation must recognize the broader aspects of public interest. 
It must understand that the additional pennies which the cus- 
tomer will have to pay each day will give the utilities the finan- 
cial stability and operating capability which are so essential for 
the proper discharge of their public responsibilities.” 
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cost of the expansion program may sub- 
stantially exceed the $54 billion. 

The solution to these two problems is 
going to be accomplished only with the 
help of regulatory authorities. It is going 
to be up to them to give due recognition to 
the financing problems that will arise from 
the expansion program and the inflation 
that will likely occur in the future in devis- 
ing ways and means to get the money to 
finance that expansion. 

Investors are becoming more and more 
discriminating in their selection of securi- 
ties and because of the shortage of invest- 
ment capital, higher money costs, and in- 
flation, they are being afforded opportuni- 
ties for investment that did not exist here- 
tofore. 

The time is here to impress upon the 
regulatory authorities the seriousness of 
these problems and to get them to help 
with electric company plans so that the 
sound credit standing that these com- 
panies will need when they go to the 
money markets to finance their expansion 
programs may be assured. This will not 
be accomplished by the various commis- 
sions making promises or giving lip serv- 
ice to the problems. It will be accomplished 
only by an actual realization of the seri- 
ousness of continued inflation and the 
money conditions that will confront the 
companies in the future. 


eenanan recognition of the fair value 
concept of rate regulation would un- 
doubtedly be of help in building up the 
earnings of the companies. Since all other 
industries operate on a value concept and 
are strong competitors of electric com- 
panies in the money markets, the electric 
companies would be placed on a much 


more competitive basis if they too were 
given the benefits of a value basis of regu- 
lation. 

There are many states where the 
legal requirement of regulation is “fair 
value,’ but there are many instances also 
when only lip service is given to the re- 
quirement. 

A review of a number of recent regula- 
tory decisions clearly indicates that too 
much time is being spent on, and a sub- 
stantial amount of needed gross revenue 
is being lost in, “pencil sharpening” 
through the process of regulation by ac- 
counting. Too much consideration is be- 
ing given to details such as average or 
year-end rate base, allowances for work- 
ing capital, construction work in progress, 
and many other items. Sight is being lost 
of, what I like to call “the big picture” 
which is the future financial and economic 
requirement of the utility company being 
regulated. 


the electric utility industry is to be 

strong and carry out its responsibility 
to its customers, as well as to its investors, 
rate regulation must recognize the broader 
aspects of public interest. It must under- 
stand that the additional pennies which 
the customer will have to pay each day 
will give the utilities the financial stability 
and operating capability which are so es- 
sential for the proper discharge of their 
public responsibilities. 

The investor-owned electric companies 
have done a tremendous job in the past 
despite the many, problems which have 
confronted them. They will do an even 
better job in the future if they have the 
advantage of sympathetic understanding 
of regulatory authorities. 
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Those Dividends Were Not 
Paid Out of Capital 


Exploding a fallacy based on the assumption that so- 


called tax “savings” resulting from the use of accel- 

erdted depreciation have been made the basis of a utility 

company’s dividend pay-outs and, as such, have been 
subsidized by the taxpayers. 


By A. J. G. PRIEST* 


ERTAIN of the moneys which busi- 
ness corporations have been able to 
accumulate as a result of the accel- 

erated amortization of emergency facilities 
or through the liberalized depreciation 
provisions of the 1954 law, or both, have 
been distributed to their stockholders, and 
under present tax regulations portions of 
these dividends are treated as “return of 
capital” and, therefore, are not subject to 
federal income taxes. 

Senator Estes Kefauver of Tennessee 
made the foregoing observation by way of 

* Professor of law, University of Virginia. For 


additional personal note, see “Pages with the Edi- 
tors.” 


opening a hearing of the Senate Antitrust 
and Monopoly Subcommittee, held on 
July 30, 1957. His charge was supported 
by an example apparently intended to 
“illustrate” how tax-free dividends arise. 
It was further bulwarked by a tabular list- 
ing of thirteen electric utility companies 
which purported to show “returns of capi- 
tal” ranging from 19 per cent to 87.5 per 
cent of the common stock dividends which 
those thirteen companies distributed in 
1955. 

This accusation would be both interest- 
ing and significant if it were truthful. But 
it is not. The fact is that the dividends 
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listed did not represent a return of capital. 
Conscious misrepresentation should not be 
attributed to Senator Kefauver, but the 
staff work on which he apparently relied 
was a long and obvious leap from ade- 
quacy. Moreover, while the dividends 
listed may not have been taxable as cur- 
rent income, they certainly were not “tax- 
free.” 


_ the most cursory examination of 
the Internal Revenue Code of 1954 
should have throttled the suggestion that 
the dividends which Senator Kefauver 
“exposed” either represented or could be 
treated (for tax purposes or otherwise) 
as a return of capital. Indeed, there is no 
reference to return of capital in any of the 
applicable provisions of the Internal Reve- 
nue Code. 

Section 316(a) provides that the term 
“dividend” means any distribution of 
property “made by a corporation to its 
shareholders (1) out of earnings and 
profits accumulated after February 28, 
1913, or (2) out of its earnings and 
profits of the taxable year . . .” Section 
301(c) provides, in its turn, that the por- 
tion of a distribution which is a “divi- 
dend”’ (as defined in § 316) shall be tax- 
able as ordinary income, while the portion 
of such distribution which is not a “divi- 
dend” shall reduce the adjusted basis (or 
“tax cost’) of the stock upon which the 
dividend is declared. 

The term “earnings and profits,” as 
used in § 316(a), is not defined in the 
Internal Revenue Code itself, but must be 
determined under Treasury Department 
regulations made pursuant to that code. 
These “earnings and profits,” out of 
which “dividends” for income tax pur- 
poses are paid, usually differ materially 


DECEMBER 19, 1957 


from the “earned surplus” out of which 
dividends are paid for corporate purposes.! 
Earned surplus is the basic figure which 
results from the keeping of a company’s 
books of account. In the case of an elec- 
tric utility company, such books of ac- 
count must be maintained in accordance 
with the Uniform System of Accounts 
prescribed by the Federal Power Commis- 
sion and various state commissions having 
jurisdiction. 


AX George S. Hills declares in his re- 
cently published, The Law of Ac- 
counting and Financial Statements,’ 


Tax accounting is not, and is not in- 
tended to be, the same as other account- 
ing. The courts frequently have held 
that particular transactions have tax 
consequences different from their cor- 
porate intendment and from their book- 
keeping treatment . . . Thus a determi- 
nation of “earnings and profits” in the 
tax sense does not necessarily follow 
economic or corporate accounting con- 
cepts and can be made without a formal 
book entry. Tax accounting also stands 
apart from the accounting methods em- 
ployed by regulatory and administra- 
tive agencies. 


Please assume that the books of the 
Gray Electric Company (a Virginia cor- 
poration), kept in accordance with a sys- 
tem of accounts prescribed by regulatory 
authority, disclose that, at the end of 1956, 
the company had $125,000 of “earned sur- 
plus” available for the payment of divi- 


1 Judge Dimock said in Stella v. Graham-Paige 
Motors Corp. 132 F Supp 100, at 111 (SDNY 
1955), “Thus the fact that Graham-Paige’s income 
tax profit differed from its actual profit is no more 
than an example of a phenomenon familiar to all.” 

2 Hills, The Law of Accounting and Finaneial 
Statements, 1957, pp. 48, 49. 
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THOSE DIVIDENDS WERE NOT PAID OUT OF CAPITAL 


dends. Declaration and payment of divi- 
dends in the amount of $125,000, repre- 
senting the company’s entire then “earned 
surplus,” would be altogether proper un- 
der the Virginia stock corporation act. 

However, the computation of a “divi- 
dend” taxable as current income under the 
Internal Revenue Code would be some- 
thing else again, since a determination of 
“earnings and profits” for income tax 
purposes, either for 1956 or for any other 
selected period of time, would almost 
never coincide with “earned surplus’ ac- 
cumulated during the same period as dis- 
closed by a company’s books.® 


bs — surplus” as shown by a pub- 

lic utility’s books results from tak- 
ing into account gross income from all 
sources (operating and other revenues) 
and then deducting expenses accounted for 
under the system of accounts specified by 
the appropriate regulatory authority, the 
remainder being transferred to earned 
surplus available for the payment of divi- 
dends. 

On the other hand, “earnings and prof- 
its’ (the income tax concept) must be 
computed under the applicable income tax 
law and regulations by deducting from the 
company’s gross income only the allow- 

3 Mr. Justice Jackson properly declared in Com- 
missioner v. Wheeler (1945) 324 US 542, at 546, 


that “earnings and profits” in the tax sense do “not 
necessarily follow corporate accounting concepts.” 


Amount Deductible for: 
Interest expense 
Employees welfare expense (pen- 
sions, sick and vacation pay, etc.) 
Plant acquisition adjustments (Ac- 
count 100.5) 
Depreciation Normally 
Accelerated amortization of defense None 
facilities 


e 


Per Books 
Only part of total paid; 
remainder capitalized 


Full amount 
required by 
regulatory authority 


1003 


able items of expense prescribed by in- 
come tax regulations. Ordinarily, the 
same income and expenses are ultimately 
recorded under both concepts, in one way 
or another, but for particular periods the 
variations may be substantial, as the 
table below discloses. 

These variations represent the major 
items of difference between “earned sur- 
plus” as shown by a utility’s books of ac- 
count and “earnings and profits” as com- 
puted for income tax purposes—of course, 
in a particular period—and it is obvious 
that they could be substantial. 


RF” example, our assumed Gray Elec- 
tric Company may have had in 1956 
only $50,000 of “earnings and profits,” 
as that term is recognized for income tax 
purposes, but it nevertheless may clearly 
have had $125,000 of “earned surplus” 
available for the payment of dividends 
under § 43 (the dividend provision) of 
the Virginia stock corporation act. If the 
directors declared out 80 per cent of the 
available $125,000, or $100,000, that 
dividend would be entirely appropriate as 
a matter of Virginia law. It could not con- 
ceivably be construed to be a dividend out 
of capital. In this instance, however, only 
$50,000 of the $100,000 would be covered 
by the income tax concept of “earnings 
and profits.” Therefore, only $50,000 of 
the $100,000 would be ordinary taxable 


For Income Tax Purposes 
Total paid 


None 
Allowable by the Treasury Depart- 


ment 
As allowed by federal rapid amortiza- 
tion certificates 
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income and the other $50,000 would re- 
duce the “adjusted basis” or tax cost of 
the stock owned by the shareholders who 
received the total dividend. 

If $50,000 amounted to $20 per share 
of stock outstanding, and the stock had 
cost $100 per share, its “adjusted basis” 
or cost for income tax purposes would be 
reduced to $80 a share. This $50,000 
would not be ordinary taxable income, but 
it would not be “tax-free” or “tax- 
exempt,’ because when the stock was sold, 
each shareholder would have to pay a 
capital gains tax on the difference between 
the selling price and his reduced tax cost, 
or $80 per share, as distinguished from 
his original cost of $100 per share. And 
when and if the taxpayer’s “basis” were 
reduced to zero, capital gains taxes would 
have to be paid currently on each distribu- 
tion representing a “return of cost.” Of 
course this concept is not limited to public 
utilities or to companies using either rapid 
amortization or liberalized depreciation. 


7 dividends paid by the electric util- 

ity companies singled out by Senator 
Kefauver patently were not paid out of 
capital. Nor were they tax-free in any 
accurate sense of that term. 

If the charge that dividends had been 
paid out of capital were factual, it would 
gravely concern the public utilities named, 
since § 305(a) of the Federal Power Act 
(16 USCA § 825d(a)) makes it “unlaw- 
ful for any officer or director of any pub- 
lic utility . . . to participate in the making 
or paying of any dividends of such public 
utility from any funds properly included in 
capital account.” The writer has too much 
confidence in the competence of counsel 
for those thirteen public utilities to believe 
that they could have permitted such aber- 
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rant nonsense. But let it be said flatly and 
categorically that they did nothing of the 
sort. 

What may be only a minor canard 
should be singed in this connection. Public 
utility companies do not maintain two sets 


of books, one for corporate purposes and | 


one for income tax purposes. The only set 


of accounts any of them keeps is the set | 


required by the system of accounts which 
the regulatory agency having jurisdiction 
has prescribed, whether that agency be the 


Interstate Commerce Commission, the | 


Federal Communications Commission, the 
Civil Aeronautics Board, the Federal 
Power Commission, or one or more of the 
state commissions. 


fe be sure, certain computations are 
required to be made from data con- 
tained in the utility’s single set of books 
for the purpose of determining its income 
tax liability, but those are computations 
and nothing more. They are not books. 
They are not memorandum accounts. 
They are simply computations. They 
might be made on a shingle or on the back 
of an old envelope or on the computer’s 
starched cuff, but since they have to be 
made carefully and since their details must 
be preserved for possible examination by 
representatives of the Treasury Depart- 
ment, they normally are made on an ac- 
countant’s working papers. Those work- 
ing papers are just like the working papers 
produced as the result of any other ac- 
counting analysis. They are computations 
made for the purpose of determining a 
single item of expense.‘ In all events, any 

4The writer’s authority for these observations 
is his former partner, E. Roy Gilpin, of the New 
York bar, who has represented public utility tax- 


payers in various parts of the country for more 
than thirty years. 
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THOSE DIVIDENDS WERE NOT PAID OUT OF CAPITAL 


change in Treasury regulations or any 
change in regulatory accounting require- 
ments designed to bring income tax ac- 
counting and corporate accounting to- 
gether must come from governmental 
agencies, not the utility companies. 

More than twenty-five years ago, the 
United States Supreme Court decided that 
the rules of accounting imposed upon a 
railroad company by the Interstate Com- 
merce Commission are not binding upon 
the Commissioner of Internal Revenue 
and that the commissioner may not “re- 
sort to the rules of that body [the ICC], 
made for other purposes, for determina- 
tion of tax liability under the revenue 
acts.” (Old Colony R. Co. v. Commis- 
sioner of Int. Rev. (1931), 284 US 552, 
at 562.)§ 


een, a corporation is account- 
able to its stockholders and its credi- 
tors for its over-all results, just as it is 
accountable to the federal government for 
the appropriate computation of its income 


5 This principle has long been accepted. See Mine 
Hill & Schuylkill Haven R. Co. v. Smith (1950) 
184 F2d 422, at 426. 


tax liability. Its obligation to stockholders 
and creditors must be determined by the 
laws of the state under which it has been 
organized and its books of account must 
be kept for that purpose. Federal regula- 
tory agencies have been given certain 
overriding authority as to the accounts of 
companies engaged in interstate com- 
merce, but such corporate action as the 
declaration and payment of dividends is 
fundamentally a matter of state law. 


ti cannot be said, as to (1) the computa- 

tion of a corporation’s federal income 
tax liability and (2) the determination of 
the funds available for the payment of 
dividends, that “never the twain shall 
meet,” but they are separate and distinct 
concepts. One looks to the particularizing 
of a single item of expense; the other is 
made for the basic purpose of enabling the 
management of a corporation to account 
for its stewardship. In all events, it can- 
not successfully be charged that a particu- 
lar dividend which may have the effect of 
reducing the tax cost of stock in the hands 
of shareholders receiving that dividend is 
either “tax-free” or a “return of capital.” 





No Such Thing as a “Little” Inflation 


74 aA... that is part of our intellectual currency 

today is that a little inflation 1s a good thing. A little in- 
flation, sometimes thought of as roughly 2 per cent a year, would 
double the price level every thirty-five years. However, even if we 
accept the inevitability of creeping inflation, and I certainly do 
not, it is not possible to have just a ‘little’ inflation. Once a com- 
munity accepts the prospect of continued inflation and begins to 
make its business decisions in the light of that prospect, the infant 
ceases to creep. It learns to walk, run, and finally gallop even though 
the gallop may carry it over the brink of the precipice that every- 


one agrees must be avoided.” 


—C. CANBY BALDERSTON, 
Vice chairman, Federal Reserve Board of Governors. 
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The Mountain Sheep Dam 

_ month the Army Engineers held re- 

gional hearings in the Pacific North- 
west on Columbia river basin develop- 
ments. This action was taken pursuant to 
directions from the Senate Public Works 
Committee, to review and bring up to date 
the comprehensive plan for basin develop- 
ment outlined in a 1948 report. The chief 
value of the hearings was to clarify the 
issues involved in future power develop- 
ment in the Pacific Northwest. The hear- 
ings also disclosed the line government 
power advocates will take at the next ses- 
sion of Congress. 

It is not clear entirely just what the 
United States Senators from the area 
really want or hope for in the way of fu- 
ture dam development. Senator Morse 
(Democrat, Oregon) made his usual 
speech in favor of federal dam develop- 
ment and denounced the Federal Power 
Commission for licensing the Hell’s Can- 
yon dam area projects of the Idaho Power 
Company. He also said he would push for 
legislation next year suspending FPC 
licensing authority in order to protect the 
river against what he called “premature 
licensing.” This despite the generally rec- 
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Washington and 


the Utilities 


ognized need for prompt development of 
more power for the Pacific Northwest. He 
seems to have a preference for no dams at 
all if the federal government does not 
build them. 


His colleague, Senator Neuberger 
(Democrat, Oregon), did not quite go all 
the way in this dog-in-the-manger atti- 
tude. Specifically, Neuberger appears most 
concerned over the suggestion that the 
federal government build a dam at Nez 
Perce. While this has been demanded by 
the government power groups and would 
flood out the proposed private company 
development at the Mountain Sheep site, 
it would also seriously affect the fishing 
industry. And Neuberger’s background 
has been closely associated with fish con- 
servation. The best that Neuberger could 
do to line himself up with the power 
group, therefore, was to straddle or delay 
under the guise of seeking a “more com- 
prehensive” solution. 

The two Democratic Washington Sena- 
tors, Magnuson and Jackson, seem to be 
disposed to go along with this for the pres- 
ent, although their ultimate attitude on 
indefinite delay of hydro facilities in the 
area is also quite uncertain. 
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| ger gurascmny of government power want 
all major dam sites in the Columbia 
basin reserved for federal construction, de- 
spite the area’s growing power needs. The 
most favorable sites for high federal dams 
are now objectionable because of a failure 
to find a solution to fish passage problems. 
The goal of comprehensive development 
demands that these sites be reserved to the 
government until a solution is found, ac- 
cording to Senator Neuberger. 

Morse also made it clear that he thinks 
the Hell’s Canyon issue is not dead, and 
criticized a preliminary report of the 
Army Engineers for omitting any men- 
tion of the Idaho Power Company’s Snake 
river project. The comments of Morse and 
Neuberger were obviously aimed at the 
proposed Mountain Sheep-Pleasant Val- 
ley private power project now before the 
FPC for final decision. The probability 
that FPC will proceed to license the pri- 
vate power project already has been noted. 

Public power groups, following the 
argument by the FPC staff (as distin- 
guished from the FPC examiner), will 
persist in holding out for a high dam at 
Nez Perce which would flood out the 
Mountain Sheep site. The salmon fish in- 
dustry opposes the Nez Perce project be- 
cause it would block fish passage. The fish 
industry was supported at the hearings by 
spokesmen for the Fish and Wildlife Serv- 
ice, who said that at present there is no 
solution in sight to this problem. 


* 
Gas Monopoly Hinted 


HE Justice Department is planning an 
investigation of charges that midwest 
natural gas pipeline distributors may have 
acted together to block importation of 
Canadian gas. The implication is that this 
would be contrary to the federal antitrust 
laws. 
A grand jury will soon begin looking 
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into complaints by Wisconsin’s Governor 
Vernon Thomson. He claims that there is 
a conspiracy to prevent the importation of 
Canadian natural gas, except through 
companies “which now enjoy a monopoly 
in the natural gas business” in the upper 
Midwest. Specifically, Thomson alleges 
that companies in the area have blocked 
an application of Midwestern Gas Trans- 
mission Company for FPC permission to 
build a 2,067-mile pipeline from Tennessee 
to a point where it would tie in with 
Trans-Canada Pipe Lines Ltd. 

Under the Natural Gas Act, importa- 
tion and exportation of natural gas lie 
within the jurisdiction of the FPC. 
Whether an alleged combination to pre- 
vent an importation proposal from coming 
before the FPC would come within the 
antitrust statutes is not certain. 

The actual fixing of rates for gas lies 
within the province of the FPC and the 
state commissions at the interstate and 
intrastate levels, respectively. Such regula- 
tory jurisdiction is usually regarded as 
alternative to the limitations of antitrust 
laws, displacing their application to regu- 
lated utilities. There is some speculation 
that the Justice Department might really 
be shooting for negotiated concessions, re- 
sulting in consent decrees. 


> 
Nuclear Power Race 


po Congress and the administration 
are preparing to take a new look at 
the nation’s atomic energy industry. The 
outcome could result in renewed demands 
for a larger federal program to bolster 
what some, even within the administra- 
tion, regard as the lagging nuclear indus- 
try. The opening gun was fired when top 
atomic energy industrialists and scientists 
met behind closed doors with a subcom- 
mittee of the Joint Committee on Atomic 
Energy to explain the industry’s problems. 
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AEC officials were excluded from the 
meetings, which were entirely off the rec- 
ord, in an alleged effort to stimulate free 
and open discussion. The subcommittee, 
headed by Representative Price (Demo- 
crat, Illinois), found its sessions attended 
by most of the members of the Joint Com- 
mittee. Among those invited were execu- 
tives of General Electric, Westinghouse, 
Babcock & Wilcox, and other companies 
active in nucleonics. 

The reasons usually given for lack of 
significant progress in the domestic atomic 
industry are: (1) a combination of in- 
creasing costs and lack of either domestic 
or European markets; (2) lack of eco- 
nomic incentive to support a reactor in- 
dustry because of plentiful fossil fuels; 
(3) stretch-outs on Defense Department 
contracts requiring the affected companies 
to economize, usually at the expense of 
their unprofitable nuclear activities. While 
none of these explanations is new, their 
repetition in the wake of recent Russian 
scientific achievements is certain to bob 
up in the congressional campaign next 
year. Greater federal participation in the 
atomic energy program, probably along 
the lines of the old Gore-Holifield Bill, 
which would launch AEC into an atom 
plant-building program will be urged in 
the next session. 


been are also signs that the AEC is 
ready to modify its hitherto steadfast 
opposition to federal construction of large- 
scale nuclear plants. The AEC will con- 
duct a meeting of its own in early Decem- 
ber to hear the views of the nation’s lead- 
ing reactor scientists and industrialists. In 
an address last month at the dedication 
ceremonies of a sodium experimental reac- 
tor in Santa Susana, California, AEC 
Chairman Strauss said the commission 
feels it is now time to begin construction 
of full-scale plants utilizing reactor con- 
cepts untested on this level. 
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“The commission is presently studying 
proposals for such an expanded program,” 
Strauss said. He indicated that the ex- 
panded assistance should include not only 
nuclear power plants, but also research 
and development assistance to American 
manufacturers in connection with plants 
designed and built by them overseas. 

On the hydrogen fusion front, there 
should be less talk of Britain or other 
countries outstripping the United States. 
In a joint statement last month, AEC 
Chairman Strauss and Britain’s Atomic 
Energy Authority chairman, Sir Edwin 
Plowden, observed: 


Progress in the various experimental 
approaches to controlled thermonuclear | 
reactions, both in terms of negative | 
findings and positive findings, is 
promptly communicated between the 
two nations. Thus the U. S. benefits 
from research results of the approaches 
being taken by the British and the re- 
sults of the work on the half-dozen or 
so approaches in the U. S. benefit the 
United Kingdom. 


Co-operation between the two countries 
already has resulted in three conferences 
on civil uses of atomic energy. These, held 
in 1957, at Berkeley, California, Harwell, 
England, and Princeton, New Jersey, 
have been on the thermonuclear or fusion 
reactions. 


M experimental work along these 
lines will have to be done to estab- 
lish this as a fact, however. Subsequent to 
the Princeton meeting, news statements 
have made inaccurate and confusing com- 
parative observations about the British 
and U. S. programs in this field. Such ob- 
servations are seriously misleading, ac- 
cording to the Strauss-Plowden statement. 

During December the AEC scheduled 
four industry advisory conferences to dis- 
cuss reactor indemnity regulations. Con- 
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gress last year authorized the commission 
to indemnify reactor owners up to $500 
million against claims, arising from nu- 
dear accidents, which exceed amounts 
provided by private insurance concerns. 
The AEC is working on a permanent reg- 
ilation to replace a temporary one issued 
September 11th. The first conference was 


Bio start December 2nd with public and 


private utility representatives. Others 


were to be held December 6th with opera- 
tors of research reactors, and December 
9th with reactor manufacturers, and De- 
@cember 10th with reactor fuel processors. 
None of these conferences were open to 
the public. 


e 
Reclamation Slash 


peg Joseph C. O’Mahoney (Demo- 


crat, Wyoming) said he has been 
“reliable indications” that the 
Budget Bureau plans to make “deep 
slashes” in funds for natural resource de- 
velopment next year. O’Mahoney said he 


@has been told that the upper Colorado 


river basin “may be one of the heaviest 
sufferers.” 

Reclamation Bureau spokesmen refused 
to confirm or deny the report. They said 
any reductions in resource spending 
would not be known until the Budget Bu- 
reau drafts the budget. But O’Mahoney, 
acting on the information supplied him, 
drafted a letter to Percival F. Brundage, 
Director of the Budget Bureau, saying it 
was “imperative that no cuts be made in 
existing plans for resource development.”’ 

O’Mahoney said that on last September 
30th the International Co-operation Ad- 
ministration had nearly three billion dol- 
lars of U. S. funds available for foreign 
economic aid and over five billion for 
military assistance. The Senator told 
Brundage that “savings in foreign aid can 
be made in sufficient amounts to continue 


the development of the upper Colorado 
river basin without interruption.” 


¥ 


Hoover Dam Has Water 
Problem 


EMBERS of Nevada’s Colorado River 
Commission last month were re- 
ported to be studying the unique problem 
of lowering the mounting stockpile of 
water behind Hoover dam by attempting 
to sell surplus hydroelectric power to 
western users. In less than six months, it 
was pointed out, the allotment of power to 
Hoover dam customers has been increased 
from 64 per cent to 100 per cent of con- 
tract commitments—and there is_ still 
more cheap power available. 

In the past month or more, a period 
when Lake Mead’s water level usually 
drops, the change has been less than one 
foot with a rise being registered even as 
late as November. Officials of the Bureau 
of Reclamation are now faced with the 
problem of draining off the excess water 
to make room for the big spring inflow, 
which usually starts in April. In the last 
year, the lake has risen 95 feet and the 
water level is only 40 feet below the spill- 
way level. 

Power users from local industrial plants 
and contract power purchasers attended 
the Colorado River Commission meeting 
on November 22nd, presided over by Ne- 
vada Governor Charles Russell. The users 
were told that steam-generating plants all 
over the Southwest have been drastically 
curtailed in their operations because of the 
power surplus, most of it from Davis dam, 
below Hoover dam. 

Both the Southern California Edison 
Company and the Los Angeles Depart- 
ment of Water and Power consume sub- 
stantial portions of the 730 million kilo- 
watt-hours generated annually at Hoover 
dam. 
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Bell-CWA Insurance Plan 


HE new insurance plan negotiated be- 
tween the CIO-AFL Communications 
Workers of America and the Southwest- 
ern Bell Telephone Company is expected 
to set a pattern for the telephone industry. 
From the point of view of the union, the 
final agreement reached with Southwest- 
ern Bell represents a substantial improve- 
ment over a Bell system proposal made in 
connection with Michigan Bell in 1956. 
Liberalization of sickness and death 
benefits paid to dependents by the com- 
pany is considered by the union to be the 
most important difference between the two 
plans. Under the old schedule of payments, 
these benefits ranged from four months’ 
wages for a two-year employee to twelve 
months’ wages for an employee with ten 
years of service. There were no death 
benefits paid in connection with workers 
with less than two years of service. The 
new plan has a schedule of death benefits 
starting at six months’ service with four 
months’ wages, ranging up to twelve 
months’ pay after five years of service. 
The life insurance program will be cov- 
ered by a specific contract between the 
union and the company under a collective 
bargaining agreement for two years. After 
two years, the contract will remain in 
effect unless terminated by sixty days’ 
written notice by either party. 
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Other features of the new plan include | 
a grievance and arbitration procedure, | 
which was absent from the Michigan Bell | 
proposal. The procedure will be applied to | 
disputes over eligibility for insurance, an- | 
nual base pay for determining amounts of § 
insurance coverage, and termination of a | 
worker’s insurance coverage. ’ 

There has been no change in the 
amount to be paid by each worker—50 | 
cents per $1,000 for all insurance above | 
the first $1,000. However, modifications | 
in the sickness and death benefit payments | 
will substantially reduce the net cost of the J 
insurance in such cases. For example, an 
operator with two years’ service making 
$62 a week would be eligible for $4,000 of | 
life insurance, for which she would pay 
$1.50 a month. In case of death, her de- | 
pendents would also receive six months’ } 
wages under the modified benefit plan. | 
This comes to $5,612 for $1.50, or 268 | 
cents per $1,000. ; 


6 gers examples cited by the union are | 
as follows: A six-year operator mak- | 
ing $69.50 a week would be covered as | 
above by $7,614 of insurance for $1.50 | 
per month—or 19.7 cents per $1,000. A | 
four-year craftsman earning $84 per week | 
would be eligible for $5,000 of insurance | 
at $2 per month. In case of death, his de- | 
pendents would receive an additional $3,- | 
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640, equal to ten months’ pay. A six-year 
craftsman making $110 per week would 
be eligible for $6,000 of life insurance for 
$2.50 per month. In event of death, his 
dependents would get an additional $5,- 
720. The total would be $11,720 for $2.50 
per month, or 21.4 cents per $1,000. 

The new plan provides for the continu- 
ance of coverage for a period of three 
months in the event of nonpayment of the 
premium for any reason whatever, includ- 
ing strikes. Deductions for the insurance 
will be doubled every month until the back 
premiums are paid. In addition, a worker 
laid off because of work shortage may 
make arrangements for direct payment to 
the company for continuing his insurance 
for a period not to exceed six months. The 
original proposal provided for automatic 
termination in the event of nonpayment of 
the premium or in the event of a layoff. 
Continuous coverage is provided in the 
new plan for the entire period in which 
an employee is on a leave of absence. 

Southwestern Bell has agreed to furnish 
the union financial data in connection with 
the program at the end of each year. The 
plan went into effect on December Ist. 


¥ 


AT&T Securities Offer 


b iw largest corporate securities offer- 
ing ever made has been proposed by 
the American Telephone and Telegraph 
Company. The company will seek ap- 
proval next month at a special stockhold- 
ers’ meeting to issue about $720 million 
in convertible debentures. If approved, 
each stockholder will receive rights to pur- 
chase $100 of debentures for every nine 
shares of stock held. Convertible deben- 
tures have not been used by AT&T for 
more than two years. 

According to reports, the Federal Re- 
serve System’s recent reduction in the dis- 
count rate was instrumental in the deci- 
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sion of the company to seek approval of 
the proposed offering. The latest company 
issue was $250 million of 5 per cent 
straight debentures, due November 1, 
1982, which was offered on October 30th. 
This issue was not fully sold out until af- 
ter the reduction in the discount rate from 
34 to 3 per cent by Federal Reserve banks 
in New York and three other cities. 

The previous AT&T debenture offering 
of $637,165,800 in 1955 was described 
then as the largest corporate securities of- 
fering in history. Since then, the Ford 
Motor Company, on January 18, 1956, of- 
fered 10.2 million shares at $64.50 a 
share. This offering, on behalf of the Ford 
Foundation, totaled $657.9 million and 
until now was apparently the record 
holder. 

The company has relied heavily in the 
past on convertible issues because of its 
concept of the nature of the telephone busi- 
ness, dependent as it is on good times for 
increased telephone use. AT&T regards 
the business as midway between the elec- 
tric utilities on the one hand and a vola- 
tile manufacturing business on the other. 


* 
Bell System Wage Hikes 


6 Bm new wage agreements in the 
Bell system covering a total of 
167,192 members of the Communications 
Workers of America have been negotiated 
within the last two months. All contracts 
involved wage hikes ranging from $2 to 
$5 a week. High lights of the new con- 
tracts are as follows: 


1. Western Electric (North Caro- 
lina): Pay boosts ranging from 6 to 14 
cents an hour; the agreement, effective 
October 29th, covers 5,904 workers. 

2. Wisconsin Bell: The agreement 
covers 6,807 plant and traffic workers and 
includes wage raises from $2 to $5 a 
week. Board and lodging allowances were 
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raised slightly. Electronic elevator service- 
men in AA towns were set at a new maxi- 
mum rate of $114.50 a week. 

3. Illinois Bell: Wage boosts range 
from $2.50 to $3 a week in an agreement 
covering 9,723 state area traffic workers. 
The promotional increase for clerical 
workers and service assistants was modi- 
fied so as to give a $1 increase twelve 
months earlier than before. 

4. Chesapeake & Potomac (Mary- 
land): In an agreement covering 5,566 
plant, accounting, and commercial work- 
ers, there were wage raises ranging from 
$2.50 to $5 a week. 

5. Pacific Telephone & Telegraph 
(northern California and Nevada) : Wage 
boosts from $2.50 to $5 a week were 
granted in an agreement covering 19,904 
plant and traffic workers. 

6. Northwestern Bell: Wage boosts 
ranging from $2 to $5 a week for 18,461 
workers in all departments. 

7. Chesapeake & Potomac (District of 
Columbia): The contract covers 6,743 
workers and includes wage boosts from 
$2.50 to $5 a week. 

8. Michigan Bell: The new 15-month 
contract covers 18,678 workers in plant, 
traffic, and accounting. The wage boosts 
ranged from $2.50 to $5 a week. Sickness 
absence payments were increased. The 
company also agreed to discontinue the 
charge it had been making for deducting 
union dues. 

9. New Jersey traffic: A 15-month 
contract covering 9,331 operators and 
clerical workers won wage boosts of from 
$2.50 to $3 a week. 

10. Chesapeake & Potomac (West 
Virginia): Pay boosts ranging from $2 
to $5 a week were granted to 4,581 work- 


ers. 

11. Southwestern Bell: The contract, 
covering 47,735, included wage boosts 
ranging from $2 to $5 a week and also 
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provided for a new insurance system. 
12. Indiana Bell: The contract covers 
a total of 7,016 workers, with pay hikes 


of $2.50 to $5. The agreement runs for | 


fifteen months. The increases granted 
amount to an average of 8.9 cents an hour. 


¥ 


Pacific Tel. & Tel. Predicts 
Earnings Drop 


Dyan substantial increases in gross 
revenues and net income, Pacific 
Telephone & Telegraph Company expects 
its per share earnings and rate of return 
on capital in 1957 to drop sharply from 
1956 levels. The company’s president, 
Mark R. Sullivan, forecast that gross 
revenues would be up 9.5 per cent to 9.8 
per cent, indicating revenues between 
$866.8 million and $869.1 million com- 
pared with $791.6 million last year. Sulli- 


van also expects net income to increase | 


slightly less than 10 per cent over 1956 
net. 

However, because of a greater number 
of shares outstanding, Sullivan stated that 
per share earnings would be down sharply. 
Last year it was $9.57. The best estimate 
for 1957 is $8.45. The president also 
stated that earnings on capital for the full 
year would equal 6.16 per cent, compared 
with 6.46 per cent in 1956. 

Sullivan cited rising costs as the pri- 
mary reason for lower earnings, including 
wages, materials, and taxes. “We keep 
repeating that point because we think it 
unfair to put the burden of inflationary 
process that we’re going through on labor 
alone,” he said. 


The company has asked the California | 


Public Utilities Commission for rate in- 


creases which would result in an addi- § 


tional $28.5 million in annual revenues. 
The company’s application is based on a 
rate of return of 6.9 per cent. 
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Financial News 


and Comment 


By OWEN ELY 


Latest Pipeline Decision Might 
Legalize Contractual Rates 


ie a recent decision (No. 13,666) the 
U. S. court of appeals for the District 
of Columbia circuit has apparently broad- 
ened the findings reached by the Supreme 
Court in the Mobile and Sierra cases re- 
garding utility rates fixed by contract. 
The decision will of course be reported 
more fully in the PUR “Advance Sheets” 
and the later Reports. But because the 
implications of this decision seem so far- 
reaching an endeavor has been made in 
this department to give some preliminary 
comment on the financial impact. The de- 
cision seems important from a financial 
angle in that it suggests the possibility 
that original contracts with their auto- 
matic escalator clauses may again become 
operative (assuming that the Supreme 
Court sustains the decision) unless and 
until Congress passes new legislation. In 
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any event, for the moment the decision 
seems to make “confusion worse con- 
founded” in the present regulation of gas 
utility rates. 

In the Mobile case the U. S. Supreme 
Court held that the contract fixed a “stat- 
ic” rate for ten years, unless the purchaser 
should agree to a change. However, in 
the new case (also involving United Gas 
Corporation) the provisions of the sever- 
al purchase agreements between United 
and its customers were considered by the 
FPC to be materially different in that 
they did not fix any absolute or static 
rates but simply provided that the rate to 
be charged should be “the effective rate 
on file with the commission.” Thus the 
FPC felt that any changes made by 
United in the rate schedules could be 
made under the procedures established 
under $$ 4 and 5 of the Natural Gas Act. 


How: the circuit court did not 
agree with this conclusion. It held 
that § 4 (d) of the act merely requires 
that the FPC and the public be “formally 
notified of any change made in any con- 
tract for the sale of gas by a natural gas 
company ... it is only at this point—after 
the parties have negotiated privately a 
new price term—that the commission, 
under § 4(d) and (e), in any way be 
comes involved with the rate-changing 
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process. ... Nothing in § 4 (e) gives the 
commission authority to assist the parties 
in negotiating a new price term... . If 
such a new rate schedule has been proper- 
ly agreed upon and is filed pursuant to 
§ 4 (d), the Federal Power Commission 
may then under § 4 (e) undertake to re- 
view the new rate by ordering a hearing 
on the ‘lawfulness’ of the new rate filing; 
and the commission may suspend tempo- 
rarily, the nonindustrial part of the new 
rate.” 

Thus the court required an agreement 
on the proposed new rates by all parties 
to the contract before the FPC could ap- 
ply the usual regulatory procedure to de- 
termine whether the new rates are reason- 
able, or whether they should be lowered 
or disapproved in their entirety. The fact 
that the contract in the present instance 
made specific provision for “any effective 
superseding rate schedules on file with 
the Federal Power Commission” did not 
in the court’s opinion change the status of 
the case from that of the Mobile case al- 
ready decided by the Supreme Court. In 
other words, the FPC still had no right 
to intervene until all parties to the con- 
tract were in agreement—it could merely 
accept the filing of the new rates, but if no 
private agreement had been reached the 
commission could not take any further 
action. 


HUs contractual consent to the act of 

filing is only sufficient to cover the 
act of filing under § 4 (d), but such filing 
does not automatically give the FPC the 
right to proceed under 4 (e). Moreover, 
the court stated, “nothing in § 4 (e) 
gives the commission authority to assist 
the parties in negotiating a new price 
term . . . doubtless the contracting parties 
could have agreed on a third party to ar- 
bitrate a dispute when the seller sought 
to raise its price. But the Federal Power 
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Commission has not been given that arbi- 
tration function by statute.” 

The circuit court held that under para- 
graph 5 (a) the commission has power to 
review rates and contracts made in the 
first instance (presumably when the con- 
tract was first filed) and if such rates are 
determined to be unlawful, to change 
them. Section 4 (e) apparently only gives 
the commission incidental procedural 
powers with respect to any order based 
on § 5 (a), in the court’s opinion. 

One of the most interesting discussions 
in the case was in footnote 3 on page 10 
where Judge Washington and Judge 
Bazelon “speaking only for ourselves” 
explained their preference for action un- 
der § 5 (a) rather than 4 (e). The use 
of 5 (a) would apparently require more 
stringent proof, and would also prevent 
the proposed new rate from becoming ef- 
fective until after hearings and a formal 
order by the commission, followed by a 
subsequent filing under 4 (d). This view, 
if accepted by the Supreme Court, might 
conceivably endanger the present widely 
adopted method of putting new rates into 
effect under bond following a five months’ 
suspension by the commission. 


Sl 


Adjusting for Economic 
Depreciation 

N the discussion of ‘Accelerated Depre- 

ciation—A Practical Argument” in 
this department in the September 26th 
issue of the ForTNIGHTLY, the sugges- 
tion was made that a joint EEI-AGA 
Committee might well make a study of 
the problems relating to depreciation in 
relation to inflation. It has now come to 
our attention that a 69-page report on 
this subject was prepared in 1955 by a 
project committee representing the two 
organizations. The committee was com- 
posed of leading experts of the Gas & 
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Electric Industries, including representa- 
tives of both the AGA & EEI. Among the 
factors considered in addition to account- 
ing and economic principles were the 
trends of general and specific price levels, 
rate-making and rate levels, income tax 
determination, managerial policies, rate 
bases in “original cost” and “fair value” 
states, etc. 

The committee took the position that 
depreciation based on original cost is in 
most cases less than it would be if based 
upon the current purchasing power of the 
dollar, and that depreciation accruals 
could be readily adjusted to compensate 
for present-day dollars with reasonable 
accuracy by the use of price indices. How- 
ever, general recognition of the need 
for “economic depreciation” by manage- 
ments, tax authorities, regulatory agen- 
cies, and public accountants would be a 
prerequisite to putting the idea into prac- 
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tice. Putting the principle into effect in 
utility accounting would reduce earnings 
and perhaps require increases in rates. 


bib accompanying chart shows that 
during 1850-1950 the value of the 
dollar declined about 80 per cent; and 
since 1940 it has declined sharply. Non- 
regulated industries have been able to off- 
set this economic depreciation by increas- 
ing their prices, and by retaining a larger 
proportion of net earnings than the utility 
industry can do. The utility’s plant invest- 
ment is larger in relation to revenues 
than is the case with most other indus- 
tries. Moreover, in the fourteen years 
1940-54 the purchasing power of indus- 
trial earnings increased about 41 per cent 
compared with only 19 per cent in the 
purchasing power of utility earnings. 
The committee made some elaborate 
studies covering the period 1937-52 to 
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reach the conclusion that economic depre- 
ciation in excess of the actual amount for 
all class A and B electric utilities in 1952 
approximated $200 million, and for pipe- 
lines and gas utilities $94 million. The 
commission concluded that “the shrink- 
age in the value of the dollar has created 
a serious problem for the utility industry. 
Unless the full significance of this prob- 
lem, as well as other related problems, is 
recognized promptly by management, by 
regulatory and tax authorities, and by 
the accounting profession many utilities 
may be unable to preserve the investors’ 
equity in the net assets of the business. 
Many have already suffered such infla- 
tionary losses; and those losses may never 
be recovered.” 


HE calculation of economic deprecia- 

tion (Appendix pages 4, 5) was 
based on the use of the Consumer’s Price 
Index, which was applied to each year 
individually so as to convert all construc- 
tion expenditures during the period to the 
1952 price level. Applying the same per- 
centage of plant (2.44 per cent) as was 
actually accrued for depreciation in 1952, 
to the adjusted plant value, the annual 
depreciation charge would have been 
stepped up from 9.9 per cent to 13.5 per 
cent of revenues for electric utilities and 
from 7.1 per cent to 9.7 per cent for pipe- 
lines and gas utilities. While the commit- 
tee used the Consumer’s Price Index for 
its calculations, various other indices, in- 
cluding the Handy-Whitman Index of 
Utility Plant Construction Costs, were 
discussed. 

If the principle of economic deprecia- 
tion should be adopted, the committee 
suggested that the difference between 
original cost depreciation and economic 
depreciation could be set up as a separate 
entry in the income account, and could be 
carried to a special account in the balance 
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sheet such as a “capital conservation ac- 
count.”” However, an alternative method 
would be to use footnotes in the income 
account and balance sheet. 

Chapter 5, which need not be sum- 
marized here, discussed various questions 
such as “What consideration should be 
given to long-term debt in computing eco- 
nomic depreciation?”, “Do technological 
improvements preclude the use of price 
indices?”, “Will economic depreciation 
provide sufficient funds for future replace- 
ments of property at costs prevailing at 
the time of replacement ?”’, and “Is it not 
a fact that retained earnings in some utili- 
ties have provided for economic depreci- 
ation?” 

> 


New Facts about Fusion 
W J HILE the fusion process of produc- 


ing energy—the peaceful prototype 
of the hydrogen bomb—has little direct 
financial significance as yet, its indirect 
implications are important, since it might 
easily make obsolete all the atomic reac- 
tors now being constructed, if the esti- 
mated 25-year development period could 
be shortened to five or ten years. 

While fusion is well-known in its main 
essentials due to frequent press com- 
ments, an article by Richard F. Post of 
the University of California Radiation 
Laboratory, in Scientific American for 
December, gives additional facts and 
clarifies the picture. A brief digest may be 
of interest. Deuterium or heavy hydrogen 
which can be obtained in unlimited 
amounts from ordinary water is the most 
practicable fuel for fusion. Tritium, an 
extremely rare form of the element, is 
better but costs a great deal to produce. 

Complete “burning” of a pound of deu- 
terium by fusion would produce 43 mil- 
lion kilowatt-hours as compared with 
only 6 kilowatt-hours per pound of gaso- 
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line. Thus the ocean contains enough deu- 
terium to fuel all electric plants for billions 
of years. We are already producing 
enough deuterium for military uses to sup- 
ply this country’s energy needs many times 
over, if it could be burned as fuel, Mr. 
Post reports, and as a fuel it would cost 
less than one per cent as much as coal. Also 
there is no problem of waste disposal as 
there is with the fission process. 


y order to burn this fuel successfully 
it is necessary to raise the kinetic 
temperature to around 350 million de- 
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grees before the “fire” becomes self-sus- 
taining. But this does not deter the scien- 
tists. Working with an extremely thin 
gas in a laboratory container—about one 
ten-thousandth of an atmosphere—the 
temperature of 350 million degrees is re- 
duced to only about 18,000 calories or 
only enough energy to heat a cup of cof- 
fee. Recent announcements by the British 
indicate that they have actually achieved 
the fusion process on a minute scale, and 
U. S. and Russian scientists have prob- 
ably also done so. But much still remains 
to be done to harness the process. 


NOVEMBER UTILITY FINANCING 
PRINCIPAL PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 


Date Amount 
(Mill.) Description 


Bonds and Debentures 


10/28 $5.2 Otter Tail Power Conv. Deb. 54s 1967 
11/4 9.0 South. Union Gas S. F. Deb. 54s 1982* 
1/7 86.250 «Dayton BP; & L. Ist 58:1987 |. «0.5005. 
11/7 20.0 Merrimac-Essex Elec. 1st (s.f.) 58s 

POR Oe aoa: se: 5 soci Pee a rani Sistas 
11/8 12.0 San Diego G. & E. Ist 4§ 1987 ...... 
11/14 6.0 Savannah Elec. & Power Ist 5§s 1987* 
11/14 20.0 Transcontinental Gas Pipe Line Deb. 

SOR LOIS ioc d acini che ace 
11/20 20 Lawrence Gas Ist 6s 1977 ........0.0<6% 
11/20 3.5 Mystic Valley Gas Ist 6s 1977 ....... 
11/20 25.0 Ohio Power Ist 4%s 1987 ............ 
11/21 40.0 Houston Ltg. & Pwr. Ist 4¥s 1987 .... 
11/22 15.0 Idaho Power Ist (s.f.) 4%s 1987 ..... 
11/27 1.8 Southern Colo. Power Conv. Deb. 54s 


Preferred Stocks 


11/15 10.0 Texas East. Trans. 6.70% (s.f.) ..... 
Common Stocks 
11/1 0 Mane PUDUC SEFVICE® si6.5.5.005000080 
11/8 Wh, MISSED WUNIOS os. 5 ssc cles. aiswiwie aidiele's 
11/14 17.8 Transcontinental Gas Pipe Line ...... 
11/15 FOUN | aS L000) as Nee es 
11/15 Peo AMCONGNG Pe EME. ios cs 83d 
11/20 14.8 Middle South Utilities .............. 
11/20 149 Florida Power & Light ............. 


Aver. Yield 


For Success 
Price Under- Offer- Securities of 
To writing ing Similar Moody Offer- 

Public Spread Yield Quality Rating ing 
100.00 N 5.25% — Ba e 
100.00 1.10N 5.50 4.82% Baa a 
100.50 86C 4.96 4.34 Aa a 
101.83 1I3E 5.50 4.62 A b 
100.25 .65C 4.86 4.34 Aa a 
101.15 yo) @ 5.04 4.62 A a 

99.50 1.60N 6.17 - Ba a 
102.00 L3G 5.83 4.82 Baa c 
102.00 1.73C 5.83 4.82 Baa c 
100.87 .80C 4.82 4.26 Aa a 
101.61 .70C 4.65 4.26 Aa a 
101.61 .69C 4.65 4.26 Aa a 
100.00 N 5.50 — Ba f 
100.00 3.25N 6.70 — _— b 

Earns.- 
Pric 
Ratio 

15.25 .95N 7.34 9.7 a 

19.50 N 7.00 — 9.5 e 

17.75 1.20N 5.64 — 8.5 a 

31.50 1.10C 4.76 — 7.1 a 

28.50 1.50N 4.91 7 a 

32.75 1.43C 5.50 — 7.6 a 

49.50 1.59N 2.83 — 6.0 a 


N—Negotiated. C—Competitive. a—Reported well received. b—Reported fairly well received. c—Report- 
ed that the issue sold somewhat slowly. e—Offered to stockholders on basis of $100 debenture for each 14 
shares. A portion of the debentures will be convertible into common at 22 during 1959, and additional 
amounts’ at increasing prices thereafter. Offering 87 per cent subscribed. f—Offered to stockholders of record 
November 26th on basis of $100 debenture for each 49 common shares. Debentures convertible into common 
on or after July 1, 1958, at $14.25. *Nonrefundable for a period of years. 


Source, Irving Trust Company 
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The relatively small size of the vessel 
holding the gas means that a great deal 
of energy is lost by radiation, principally 
X-rays. (In the sun, whose heat is main- 
tained by fusion, there is radiation only 
at the surface.) The energy yield begins 
to exceed radiation losses only at 50 mil- 
lion degrees if tritium is used and above 
370 million degrees with deuterium. A 
second problem is that the plasma (gas- 
eous deuterium or tritium) must be ex- 
tremely pure, otherwise radiation greatly 
increases; the amount of metal in the 
head of a pin would “poison” several rail- 
road tank cars of plasma. A third prob- 
lem is to prevent the particles of the plas- 
ma or fuel from touching the walls of the 
receptacle, since this would also dampen 
their energy. The solution is to apply a 
strong magnetic field to deflect the 
charged particles from a straight path, 
despite their tremendous speed. Theoreti- 
cal calculations indicate that a magnetic 
field with a strength of 500,000 gauss 
(already achieved in laboratories) could 
offset a pressure of 10,000 atmospheres 
inside the container and keep the particles 
from hitting the inside walls of the con- 
tainer. 

Mr. Post states that a fusion reaction 
sustained in such a magnetic bottle could 
never “go wild” as an atomic reactor 
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might conceivably do, since if the interior 
pressure should become stronger than the 
magnetic field, thus rupturing the invis- 
ible wall and permitting the particles to 
bounce against the glass walls of the con- 
tainer, by permitting radiation this would 
immediately reduce the pressure to the 
desired level. 


< eenagean in many countries have 
been working on “pinch tubes” de- 
signed to produce the theoretical effects 
described above. The pinch effect re- 
quires a very heavy electric current 
which, passing through the gas in the 
tube, sets up a magnetic field which tends 
to pinch the gas and hold it away from 
the tube walls. But, unfortunately, the 
pinch effect is successful for only about a 
millionth of a second—after that the 
plasma “writhes” violently somewhat 
like a stroke of lightning, and collides 
with the tube wall—destroying the suc- 
cess of the experiment. 

Other possible methods (besides the 
pinch effect) of devising magnetic con- 
trols are being studied. These investiga- 
tions tax all the resources of our present 
technology, according to Mr. Post, and 
he sees little likelihood of any sudden 
“breakthrough” to a simple solution. 

Work on the fusion problem began 








Source of data, Moody’s Service 





CURRENT YIELD YARDSTICKS 


Nov. 29, 

1957 

Utility Bonds—Aaa ............000- 4.15% 
ee ee eee ry ree 4.24 
BA. oe sScisbeSeessaeees 4.61 
SEESOD: sgasewbeueswssee 4.82 
Utility Pfd. Stocks—High-grade .... 4.88 
—Medium-grade . 5.27 
24 Electric Util. Common Stocks .... 5.05 
30 Gas Utility Common Stocks ...... 5.19 


1957 Range 1956 Range 1955 Range 
High Low High Low High Low 
4.27—3.70% 3.83—3.08%  3.19—2.93% 
4.34—3.78 3.87—3.11 3.26—2.99 
4.63—3.92 3.92—3.27 3.36—3.12 
4.82—4.23 4.23—3.49 3.51—3.37 
5.00—4.37 4.68—3.92 3.98—3.89 
5.34—4.76 4.84—4.25 4.32—4.19 
5.26—4.67 4.87—4.45 4.64—4.32 
5.38—4.34 4.83—4.30 4.70—4.29 
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only about five or six years ago, but it is 
now engaging the attention of hundreds 
of scientists in many countries. With all 
this effort an eventual solution seems 
probable—in about twenty-five years, 
Washington thinks. The results may very 
well revolutionize both the electric and 
gas utility industries. But, in any event, 
the utilities should maintain their func- 
tion of distributing energy, since very 
small fusion devices seem impracticable. 
Unlike atomic reactors which can have a 
small kilowatt-hour potential, the fusion 
reactor will probably be a very large cen- 
tral station—though naturally they could 
not be too large or the power could not 
be marketed within economic bounds. 


| oot the standpoint of the utilities 
there is an important possibility: If 
the fuel used is deuterium, it might be 
possible to turn the energy output directly 
into electricity instead of going through 
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a steam cycle. The efficiency of this theo- 
retical engine would be much higher than 
that of the conventional steam cycle, Mr. 
Post thinks. Moreover, he states that 
U. S. scientists “now see no really funda- 
mental barrier standing in the way of ul- 
timate success.” 

Another recent new development is of 
interest in connection with atomic fission 
reactors. General Electric has announced 
a new technique for converting heat di- 
rectly into an electric current without the 
use of moving parts. Heretofore the eff- 
ciency of the thermocouple has been less 
than 1 per cent, but the new “thermionic 
converter” is said to turn 8 per cent of the 
heat energy into electric power. With 
further refinements GE thinks that an 
efficiency of 30 per cent may be obtain- 
able, which should help make the nuclear 
reactor more competitive with conven- 
tional fuels. It would also improve the 
prospects for solar energy. 


DATA ON ELECTRIC UTILITY STOCKS 


Annual 11/27/57  Divi- 
Rev Price dend 
(Mill.) About Rate 
$268 S American G. & E......... 39 $1.60m 
46 O Arizona Pub. Ser. ....... 25 1.12 
11 O Arkansas Mo. Power ..... 15 1.00c 
32 S Atlantic City Elec. ....... 30 1.40 
132 S Baltimore G. & E. ....... 34 1.80 
7 O Bangor Hydro-Elec. ...... 30 1.90 
5 © Black Hills P: & L. i... 22 1.44 
OO S Boston Baison ....i.000. 47 2.80 
21 A Galt, Elec, Power ....... 13 76 
21 © Calif. Greg: Power ...... 28 1.60 
8 © Gab. Pact Uti ..éc.0 27 1.60 
Go S Garona’. GL. .isccse ss 23 1.20 
28 S Cent. Hudson G.& E..... 14 80 
Zi © Gent Te Be Go... cic6s 27 1.60 
35 5 Gent Hl Bight: 2.00.0: 48 2.60 
iy MS Coo Oe 28 1.60 
13 O Cent. Louisiana Elec. ..... 32 1.60 
35 O Cent. Maine Power ...... 21 1.40 
128 S Cent. & South West ...... 40 1.60 
12 © Gent: Vermont P: S: ..0ss 16: 1.00 
114 S Cincinnati G. & E. ....... 26 1.50 
7 © ‘Grizens Ua “3” 2.6.2... 13 .90a 
111 S Cleve. Elec. Illum. ....... 34 1.60 
4 © Golo. Gent. Power ......<2. 26 1:32 
48 S Columbus & S. O. E. ..... 30 1.60 
360 S Commonwealth Ed. ....... 40 2.00 


A 


Aver. 
Incr. Approz. 
Recent In Sh. Price- Div. Common 
rox. Share % In- Earns. Earn. Pay- Stock 
ield Earnings crease 1951-56 Ratio out Equity 
41% $2.16Se 7% 9% 18.1 74% 35% 
5 1.85Se is 13.5 61 31 
7 1.30Se — 10 11.5 77 31 
7 1.71Au 10 10 17.6 82 29 
3 2.27Se D1 8 15.0 79 41 
3 2.47Se DS 8 12.1 77 35 
5 2.18Jy 2 1 10.1 64 27 
0 3.45De 1 Z 13.6 81 50 
8 .97Se 3 16 13.4 78 36 
7 220Au. NC 5 127 73 KS 
A) 2.25Se == 6 12.0 71 30 
2 1.810c 13 2 127 66 42 
ch 1.03Se D7 10 13.6 78 38 
9 2.39Se 2 11 11.3 67 33 
4 3.890c D4 8 Zs 67 41 
7 2.36Se D3 12 11.9 68 38 
0 2.10Se —- 8 Loe 76 32 
7 1.660c Dl 4 12.7 84 34 
0 2.34Se 7 15 17.1 68 35 
‘4 .930c D23 1 14.0 108 31 
8 1.94Se D8 7 13.4 77 38 
0a 1.17Se 5 10 11.1 77 42 
7 2.56Se D2 8 13:3 63 49 
1 1.57Se D10 8 16.6 85 33 
3 2.58Se 21 5 11.6 62 33 
0 2.85Se 5 8 14.0 70 44 
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Aver. 

Incr. 
In Sh. Price- 
% In- Earns. Earn. 
crease 1951-56 Ratio 
rf 15 14.2 
D1 1 16.1 
D10 7 14.5 
11 4 12.4 
3 8 13.0 
D3 6 14.3 
NC 8 13.6 
18 10 17.0 
14 8 14.2 
13 20 13.0 
4 4 13.6 
D10 0 12.0 
5 13 13.4 
6 8 14.4 
3 3 11.8 
4 3 12.6 
1 19 20.1 
25 25 vz 
D5 iZ 12.0 
D1 7 11.0 
5 14 16.9 
D8 12 12.3 
2 — 12.7 
D17 — 14.6 
D8 20 20.5 
1 — 13.3 
7 “f 14.4 
D5 6 15.4 
D1 5 13:7 
D15 s 14.4 
D13 10 13.0 
D1 3 122 
1 2 13.0 
D4 5 12.8 
D1 8 11.2 
5 8 12.6 
9 1Z 12.0 
6 9 11.5 
— 9 11.2 
D5 6 12.5 
D22 D 17.8 
D8 6 14.7 
D13 4 14.8 
D8 D 13.4 
NC bl 10.0 
50 3 9.9 
D1 14 11.6 
20 4 13:1 
18 6 11.1 
D3 ES 13.0 
D6 20 13.0 
D2 2 10.3 
6 6 11.8 
D6 0 12.4 
D6 5 11.0 
9 0 155 
D7 4 12.2 
4 8 11.6 
19 4 16.1 
> 7 12.9 
1 8 12.4 
D10 3 10.4 
D3 9 13.2 
—_ 9 15.9 
D5 7 11.5 
D2 13 14.2 








Approx. 
common 
Stock 
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Aver. 
Iner. 

In Sh. Price- 

% In- Earns. Earn. 
crease 1951-56 Ratio 
12 8 13.8 
_ 11 12.7 
D2 6 14.6 
1 6 12.4 
8 8 13.6 
10 8 13.8 
D4 —_ 13:3 
10 4 137 
3 13 11.9 
3 Zz 13.9 
10 10 14.0 
— 10 12.6 
9 11 18.1 
13 t 12.4 
D7 6 15 
D6 4 14.0 
35 14 10.4 
D3 3 15.9 
9 20 12.9 

5 9 9.9 

6 10 14.9 
17 5 123 
17 15 10.8 
10 1 12.2 
4 3 10.9 
14 4 18.2 
3 14 19.3 
13 15 17.6 
D3 5 11.9 
18 14 132 
9 11 13.0 

2 Z 14.4 
D3 10 123 
4 9 13.6 

8 14 16.2 
10 14 13.9 
3 9 12.4 

1 13 14.0 
D3 10 10.2 
4 10 124 

7 5 11.7 

9 4 12.8 

Z 6 11.0 
9% 13.4 

20% 2% 7.1 
86 D ra f 
14 27 17.1 
15 15 127 
D7 62 12 
15 14 13.6 
22 26 18.3 





A 
pts Cane 
Pay- Stock 
out Equity 
79 29 
73 28 
81 43 
71 36 
74 39 
64 38 
79 37 
74 33 
75 32 
70 of 
76 61 
72 35 
86 30 
74 35 
68 40 
78 30 
60 27 
79 35 
7). 36 
61 43 
68 32 
70 36 
63 34 
68 39 
71 28 
84 31 
72 39 
64 38 
69 30 
64 35 
79 35 
81 48 
82 37 
68 43 
68 39 
77 40 
69 32 
73 33 
68 33 
68 56 
65 40 
69 36 
66 36 
73% 
60% 47 
34 73 
60 27 
61 32 
84 46 
70 52 
48 39 





A—American Stock Exchange. B—Boston Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; 
Jy—July; Au—August; Se—September ; Oc—October; N—November ; De—December. *Based on average 
number of shares. **Calendar year 1955. a—Estimated annual rate. The “A” stock received stock dividends. 
b—Also 3 per cent stock dividend December 31, 1956, which is included in the yield. c—Also 2 per cent stock 
dividend January 10, 1956. f—Also 5 per cent stock dividend August 15, 1956. g—Cash dividends of $2.50 
in 1956 included 30 cents extra; 10 per cent stock dividend also paid April 30, 1956. h—Also stock dividend 
of one share for each 200 shares held September 12, 1956. i—Also 10 per cent stock dividend November 16, 
1956. k—Also 5 per cent stock dividend December 17, 
1956. m—Also 24 per cent stock dividend January 10, 1956. n—Also 5 per cent stock dividend December 27, 
1957. o—Also 5 per cent stock dividend May 1, 1957. 


1956. j—Also 10 per cent stock dividend August 31, 


1021 
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What Others Think 


The Productivity of Electricity in Industry 


U is commonly thought that the produc- 
tivity of electricity consumed in indus- 
try has been steadily increasing. Such ex- 
pectations stem from known advances in 
the distribution and application of elec- 
tricity and from the continuing efforts of 
buyers to reduce thé cost of needed elec- 
tricity. Nevertheless, industrial output per 
unit of electricity actually decreased by 30 
per cent between 1947 and 1955, accord- 
ing to data published by the Federal Re- 
serve Board.’ The purpose of this report 
is to account for this unexpected decrease 
and to indicate the significance of the find- 
ings to producers of electricity for indus- 
try and to labor leaders. 

For the purpose of this study, the ‘‘pro- 
ductivity of electricity” is defined as the 
ratio of industrial production to electric- 
ity, other than atomic, consumed by indus- 
trial enterprises. Both series were con- 
structed by the Federal Reserve Board. 

The over-all decrease of 30 per cent in 
the productivity of electricity was the 
cumulative result of steady declines, de- 
creasing by 20.3 per cent between 1947 
and 1951 and by 35 per cent between 1951 
and 1955. As a result, 35 per cent more 
electricity was required in 1955 than in 
1947 to produce an equivalent volume of 
industrial production. The consistency of 
this downward trend is indicated by de- 


1 Federal Reserve Bulletin, “Index of Electricity 
and Gas Output,’ October, 1956, pps. 1061, 1063. 
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creases in all but one of seven observa- 
tions. The more rapid decreases during 
the latter half of the period suggest that 
the rate of decline is accelerating. 


HE long-term trend, as well as most 

of the shorter-run adjustments, were 
uniformly the result of increases in indus- 
trial output accompanied by even more 
rapid gains in electricity consumed. For 
example, industrial output increased by 40 
per cent and electricity consumed by 100 
per cent between 1947 and 1955. Their re- 
spective rates of increase were 21 per cent 
and 38 per cent during the first four years, 
and 15 per cent and 45 per cent between 
1951 and 1955. Despite the differences in 
the rates of change, the direction of change 
was the same in each period. This sug- 
gests that changes in industrial output are 
useful for gauging the direction of change 
in the consumption of electricity by indus- 
try. 

Efforts to estimate the long-term rate 
of change require consideration of both 
industrial output and the reciprocal of out- 
put per unit of electricity. Actually, their 
contributions to the 100 per cent increase 
in total electricity consumed were nearly 
equal—thus providing a guide for estimat- 
ing future consumption. 

The 30 per cent decrement in electric 
productivity may be viewed as the re- 
sultant of changes ir two variables: in- 
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WHAT OTHERS THINK 


dustrial output per man-hour, and the 
ratio of man-hours to electricity con- 
sumed. Comparing 1955 with 1947, the 
latter decreased by 48.2 per cent, whereas 
output per man-hour increased by some 
35 per cent. Hence, all of the 30 per cent 
decrease in the productivity of electricity 
was accounted for by the decrease in the 
ratio of man-hours to electric input. In 


| effect, the average worker in 1955 had 93 


per cent more electric power at his com- 
mand than in 1947. Transferring the ele- 
ments in the equation shows that the 35 
per cent increase in labor productivity 
stemmed from the 93 per cent increase in 
the ratio of electricity consumed to man- 
hours worked. The effect of these adjust- 
ments caused output per unit of electricity 
to decrease by 30 per cent. These findings 
may be interpreted to mean that the 35 
per cent increase in labor productivity was 
achieved at the cost of a 30 per cent reduc- 
tion in the productivity of electricity. 

Was there a net gain to management 
from such manipulations, or was it merely 
a transfer of costs from the labor pocket 
to the power pocket? The answer to this 
question depends first on the relative ad- 
justments in the cost of labor and of elec- 
tricity and, secondly, on the relative im- 
portance of each in the structure of manu- 
facturing costs. Each of these factors will 
be examined in the order mentioned. 


te cost per kilowatt-hour of electric- 
ity consumed by industrial enter- 
prises actually decreased between 1947 
and 1955,? whereas average hourly wage 
costs in manufacturing rose by 50 per 
cent® over the same period. In regard to 
relative importance, wages account for 


2 Edison Electric Institute, Advance Release of 
Data for Statistical Bulletin %24, 1956, Table 41. 

8U. S. Department of Commerce, Survey of 
Current Business. 


about 20 per cent and electricity for less 
than 2 per cent of total manufacturing 
cost. 

Both of these conditions encourage the 
substitution of electricity for labor. First, 
because electricity was becoming increas- 
ingly cheap relative to labor. And, second, 
a substantially larger increase in the cost 
of electricity per unit of output which in- 
duced even a minor reduction in unit labor 
cost would tend to reduce total cost per 
unit of output. For example, when wages 
account for 20 per cent and electricity for 
2 per cent of total cost, a 50 per cent in- 
crease in the cost of electricity per unit of 
output which induced a decrease of more 
than 5 per cent in unit labor cost would 
cause total cost per unit of output to 
decline. 

In the present case, therefore, the 30 
per cent reduction in the productivity of 
electricity paid for itself several times over 
by engendering the 35 per cent increase in 
labor productivity. 


Siew findings also help to explain 
the rapid increase in the sale of elec- 
tricity to manufacturing companies, 
amounting to 100 per cent between 1947 
and 1955. This increase was attributable 
as much to the rising level of industrial 
output as to the substitution of electricity 
for labor. Labor, on the other hand, may 
want to give further consideration to the 
fact that an increase of 50 per cent in 
hourly wage rates, while the price of elec- 
tricity declined, was associated with a 26 
per cent decrease in man-hour employ- 
ment per unit of output and a 40 per cent 
increase in the amount of electricity used 
per unit of output. Hence, wage demands, 
formulated without reference to the price 
of production factors which might be sub- 
stituted, may mean less employment. 
—Dr. Rosert W. Rosen 
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Control of Administrative Agencies 


a next session of Congress will be 
called upon to deal with a number of 
issues of pressing concern to the regulated 
utility industry. None, however, is likely 
to prove as vital as that posed by the 
creation of a legislative committee to 
check up on the activities of federal regu- 
latory agencies. The so-called Subcommit- 
tee on Legislative Oversight, brain child 
of House Speaker Sam Rayburn, was 
created last April with an appropriation 
of $200,000. Although not a permanent 
committee, there have been compelling 
arguments advanced by members of the 
American Bar Association and others in 
favor of a continuing legislative body to 
keep tabs on administrative processes. On 
the other side, there are those who fear 
that such a committee would destroy the 
independence of regulatory agencies which 
must of necessity occupy a tenuous posi- 
tion between the legislative and executive 
branches of the federal government if they 
are to be effective. 

The subcommittee’s general counsel, 
Dr. Bernard Schwartz, stated the case for 
a permanent overseeing committee in an 
article appearing in last January’s issue of 
the American Bar Association Journal. 
The article provoked a thoughtful reply in 
the October issue of the Journal by Her- 
bert R. O’Conor, Jr., a Baltimore at- 
torney. O’Conor challenged the Schwartz 
thesis that a permanent committee to over- 
see all agencies is necessary to provide 
effective legislative control over adminis- 
trative actions. 


D* Scuwartz bases his thesis on the 
fact that the courts cannot alone ef- 
fectively exercise control over the activi- 
ties of administrative agencies. O’Conor 
does not deny the need for supplemental 
control by Congress, but contends that the 
policing job now being done by both Con- 
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gress and the courts is adequate and that 
a permanent committee would largely de- 
stroy semi-independence of what has be- 
come a fourth branch of the federal goy- 
ernment. 

He explains: 


It would appear that the present sys- 
tem of substantial but not complete in- 
dependence of the administrative tri- 
bunals from Congress, the courts, and 
the executive branch may have ’pro- 
duced the exact degree of balance that 
justice needs. To disturb that equipoise 
is a risky thing at best. The agencies 
have freedom but.if they exceed their 
powers or subvert fair play they must 
answer in the courts of the land. If they 
fail to do a good job they are called on 
the carpet at Capitol Hill. Neither of 
these checks has been abused and yet the 
knowledge that they might come into 
play has undoubtedly served to stimu- 
late the agencies into doing an alert and 
competent job. 


In Dr. Schwartz’s article, it was pointed 
out that a permanent overseeing commit- 
tee would “scrutinize delegations of power 
to ensure that they are canalized so far as 
practicable, by effective standards and 
oversee administrative procedure to en- 
sure conformity to fair play and due 
process.” O’Conor contends that the 
courts, both state and federal, have been 
vigilant in insisting that legislation con- 
tain definite standards and that the agen- 
cies administering that legislation adhere 
to the requirements of due process. 


- was suggested by Dr. Schwartz that 
a permanent committee could concern 
itself with problems common to all agen- 
cies with the aid of a skilled permanent 
staff and, in addition, look into differences 
between agency procedures and determine 
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whether they are justified. Replies 


O’Conor : 


Conceding that differences in proce- 
dure and approach are obstacles for the 
general practitioner of the law, it hardly 
follows that the chances of those differ- 
ences being unjustified are so great that 
a new permanent staff should be created. 
The fact that these differences have been 
worked out over a period of years by 
thousands of conscientious people prob- 
ably means that the differences, or 
many of them at least, are justified. At 
any rate, he who proposes what neces- 
sarily would be a substantial venture, 
financially, certainly has the burden of 
showing that there is a genuine need for 
correction. It is hardly sufficient merely 
to point out an area in which work 
might be productive. 


O’Conor sees a serious objection in es- 
tablishing a committee that would be em- 
powered to hear any complaint from any- 
one with respect to his experience before 
an administrative tribunal. One of the 
arguments advanced in favor of a perma- 
nent legislative committee is that it would 
provide a forum for the ordinary citizen 
outside the agency itself in which to air 
his grievances against improper adminis- 
trative procedure. The trouble with this 
plan, says O’Conor, is that it would be 
“tantamount to setting up a tribunal to 
review the work of an equal, unless we 
are to adopt the view that the administra- 
tive department is an inferior one.”’ 


‘Conor would apply a principle enun- 

ciated by former New Jersey Chief 
Justice Vanderbilt that the work of a 
judge cannot be made subject to the super- 
vision of another branch of the govern- 
ment if the judicial department is to re- 
main independent. A commissioner of an 
agency is for all practical purposes in the 


same position as a judge. Illustrating 
the disadvantages of such a procedure, 
O’Conor explains: 


It is not difficult to visualize the citi- 
zens of Baltimore, Phoenix, or Hart- 
ford complaining to this proposed com- 
mittee that the CAB has discriminated 
against ifs airport, in which case it 
would be incumbent upon their Sena- 
tors and Representatives to demand an 
investigation. It requires no more 
imagination to visualize one union con- 
tending that an election conducted un- 
der the auspices of the NLRB was im- 
properly handled to the preference of 
another union in which case the former 
would certainly appeal to its congres- 
sional friends for aid and comfort. One 
can conceive of this committee sitting 
in judgment upon the correctness of a 
decision of the Federal Power Commis- 
sion as to the states through which a 
natural gas pipeline should pass. 


’Conor points out that, like rules of 
court, the rules of administrative 
agencies perform the same function of set- 
ting forth procedural steps for those who 
are concerned with the processes of either 
the judicial or administrative branch. “It 
can hardly be denied,” he states, “that es- 
tablishing or modifying procedure before 
an administrative agency can best be left 
to the experts: i.e., the official personnel 
of the agency in consultation with the 
practitioners who come before it repre- 
senting diverse interests and parties. It is 
only realistic to take into account the fact 
that elected representatives on Capitol 
Hill have neither the time nor the day-to- 
day contact with agency matters to enable 
them to write rules of procedure.” 
O’Conor continues : 


As a matter of fact, the genius of the 
Constitution is the diffusion of sov- 
ereignty—the absence of any one body 
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“ANY SUGGESTIONS?” 


or agency in which supreme authority 
is located. It is not overstating the point 
to say that Professor Schwartz’s pro- 
posal runs head on into this principle. 
The concentration of authority over ad- 
ministrative agencies in one congres- 
sional committee would mean the en- 
largement of the control of Congress 
over the agencies. 


N summary, O’Conor sees nothing 
wrong with the present system in Con- 
gress of assigning proposed agency legis- 
lation and related matter to the particular 
committee operating in the field involved, 
such as Interstate and Foreign Commerce, 
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Judiciary, Banking and Currency, etc. 
This system, he states, has produced a de- 
centralized, smooth process and_ has 
tended to keep the two branches in their 
proper spheres. O’Conor notes that there 
have been no complaints that this system 
is not working well and that the pro- 
ponents of a super congressional oversee- 
ing committee have yet to point to one 
instance of inefficiency or injustice. 
O’Conor approves in principle the pro- 
posed creation of an Office of Federal Ad- 
ministrative Practice which would be the 
logical place to carry on the work of ac- 
complishing such uniformity as is practi- 
cable in rules, admission requirements, 
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etc. The existence of such an office, he 
concludes, would be a constant reminder 
to the bench, bar, and public that the gov- 
ernment of the United States now has and 
will continue to have a fourth branch. 
“While the agencies constituting this de- 
partment are ‘creatures’ of another branch 
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they have now reached adulthood,” 
O’Conor states. “No longer should they be 
regarded as the stepchild of the legislative 
having some traits of the executive and 
judicial. Rather, the agencies should be 
accepted for what they are, a full brother 
in a family of four.” 





L administration’s desire to raise 
interest rates on government loans, 
including those to REA electric and tele- 
phone co-operatives, will unquestionably 
be a major issue to be disposed of by the 
next session of Congress. Whatever the 
outcome, discussions already provoked by 
the proposal have brought forth some 
interesting comments on the rural electri- 
fication program. 

One of these appeared recently in an 
editorial in the Lincoln (Nebraska) 
Evening Journal, which has a long tradi- 
tion of support of the REA and its devel- 
opment in Nebraska where 95 per cent of 
the state’s rural area is now electrified. 
In the eyes of the Journal, REA has now 
reached a crossroads resulting primarily 
from two recent developments: (1) the 
increasing demand for power by non- 
farmers living in rural areas, and (2) 
the growing demands by rural co-ops for 
loans to provide generation and transmis- 
sion facilities. Said the Journal: 


The urban fringe area, which is the 
extension of a city into rural land, is 
the point of conflict in this issue. There 
is no question that rural systems should 
serve industries and nonfarm residences 
some distance from a city. 

Federal REA Administrator David 
Hamil estimates that the present loan 
rate of $300 million a year to the rural 
systems will be boosted to $1 billion 
annually by 1975 if recent trends con- 


REA Nonfarm Expansion 


tinue. The bulk of this increase un- 
doubtedly would go to deliver power 
to nonfarmers located in areas now 
served by rural electric systems and to 
generate additional kilowatts. 

If the nation’s urban centers continue 
to explode into rural environs, the log- 
ical consequence under the present 
REA operation will be that the rural 
co-operatives—representing public pow- 
er—will end up doing most of the 
power business in the country under 
the name REA. 


‘ie Journal points out that, besides 
the obvious disadvantages to urban 
power companies, the trend could ham- 
string annexation of rural land by cities. 
Once the rural systems had these custom- 
ers they would not give them up easily 
if it were proposed to annex the area to 
a city. Noting that this was not the orig- 
inal intent of the REA program, the 
Journal suggests that “the time has come 
for Congress to take an up-to-date look at 
the situation and decide the future course 
of rural electrification expansion. The de- 
cision is too basic to be made by adminis- 
trative action.” 

The Journal has consistently supported 
the REA program and as recently as last 
summer editorially opposed any boost in 
the 2 per cent interest rate now charged 
on loans to electric co-ops. Its position 
then was that any interest boost would be 
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extended over the 35-year period of the 
loan and would tend to discourage repairs 
and expansions of facilities to serve farm- 
ers. But while supporting an accelerated 
REA program for farmers at the present 
2 per cent interest rate, the Journal warns 
that “overaggressiveness by the rurals in 
taking over nonfarm loads . . . could 
bring sufficient opposition from urban 
power interests and metropolitan Con- 
gressmen, endangering the entire REA 
program.” 

The Journal said that “With Uncle 
Sam now paying 4 per cent for the money 
loaned to the systems at 2 per cent, there 
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will be an increasing clamor for a rate 
boost. A bill to do so has already been 
introduced. 

“If REA goes into the nonfarm field 
and asks for 2 per cent money, every urban 
electric company can claim equal entitle- 
ment for 2 per cent money for its non- 
farm expansion. 

“There are strong arguments against 
raising the interest rate, not the least of 
which is the added burden on farmers 
already struggling under increasing costs. 
But to justify this advantage, the rural 
electric people should steer clear of in- 
vading the nonfarm power field.” 





AEC Studies Expanded 


seine of a lagging domestic nu- 
clear energy industry, coupled with 
recent scientific achievements by the Rus- 
sians, are expected to result in a stepped- 
up program of federal assistance and par- 
ticipation in atomic power development. 
An off-the-record hearing held before a 
congressional subcommittee last month, at 
which scientists and industrialists spoke 
frankly of the difficulties experienced so 
far by the private atomic energy industry, 
was followed up quickly by a similar 
hearing before the Atomic Energy Com- 
mission. 

An indication that the AEC is now pre- 
pared to support an expanded federal pro- 
gram came last month in an address by 
AEC Chairman Strauss. Strauss was 
speaking at the dedication ceremonies of 
a sodium reactor nuclear power plant at 
Santa Susana, California. According to 
Strauss, the sodium-graphite reactor and 
the purposes for which it was designed 
and constructed, illustrate the fundamen- 
tal philosophy which underlies the com- 
mission’s policy governing the develop- 
ment of nuclear power. He insisted that 
at the present stage of the nuclear art, full- 
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Partnership Program 


scale experiments are not warranted. First 
must come study and research, followed 
by experimental plants such as the one at 
Santa Susana, and then the construction 
of “first generation” prototype or demon- 
stration plants of commercial size. Said 
Strauss: 


This has been the commission's 
policy. It is a policy that has proved 
its value. It has saved us from being 
led into costly ventures—costly in terms 
of time, money, and—above all else—of 
scarce talents. 

Thus far we have resisted pressures 
to establish arbitrary goals of installed 
kilowatts for a set date, since we are 
not entered in any numbers game with 
anyone. What we seek is to improve the 
technology of nuclear power reactors so 
that we may benefit our own people— 
and people everywhere—by providing 
reactors capable of producing power at 
the lowest cost. 


By the mid-1960’s, Strauss said, there 
are expected to be some 18 or 20 nuclear 
power plants serving homes and industries 
across the nation. These plants will repre- 
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sent a total investment of close to one 
billion dollars, with a large proportion of 
that sum to be provided by industry itself. 


HE success of the commission’s policy 

has been so outstanding, Strauss said, 
that the time has now come to carry an- 
other step forward this productive part- 
nership of government and _ industry. 
“Confident as we are in the very great 
potential benefits of nuclear power, we 
cannot be complacent with the progress 
made, substantial and gratifying though 
that progress may be. 

“Our program must be a flexible one, 
always open to revision and especially to 
acceleration; we must always be alert to 
opportunities for expanding the partner- 
ship between industry and government.” 

Strauss said he believes that progress 
to date now justifies the building of addi- 
tional “first generation” plants of com- 
mercial size, in addition to those already 
under construction or contracted for. He 
said the commissjon is presently studying 
proposals for such an expanded program 
and will be assisted in its study by the 
nation’s best authorities on the subject of 
nuclear power. These authorities will rep- 
resent the utility companies, the builders 
and designers of power reactors, and the 
suppliers of reactor components, as well 
as outstanding scientists and engineers, 
both within and independent of the com- 
mission. 

The AEC chairman emphasized that 
there has been no decision to stress the 
construction of full-scale nuclear power 
plants of any particular type, in preference 
to other promising concepts. Nor is it the 
intention of the commission, he said, to 
abandon the proven principle of relying 
upon industry to exert its initiative to the 
fullest extent possible in the development, 
construction, and operation of the larger 


WHAT OTHERS THINK 


demonstration power plants. That princi- 
ple is laid down in the preamble of the 
Atomic Energy Act of 1954 which obli- 
gates the commission to direct its pro- 
gram in such a manner as to “strengthen 
free competition in private enterprise.”’ 


Bu Strauss pointed out that this does 
not mean that the government should 
not continue to give research and develop- 
ment assistance to industry, and perhaps 
to expand that assistance in the interest of 
bringing about a new phase in the com- 
mission's partnership policy. Said Strauss : 


Any expanded assistance, in my 
opinion, should embrace not only nu- 
clear power plants to be built for opera- 
tion in the United States, but should 
also include research and development 
assistance to .\merican manufacturers 
in connection with plants designed and 
built by them in foreign countries. In 
this manner, we would be giving new, 
concrete evidence of our faith in the 
concept of world-wide Atoms for Peace. 


Just as the past three years have seen 
progress and achievements in the field of 
nuclear power exceeding the most optimis- 
tic anticipations, the next three years will 
bring an accelerating increase in both dis- 
covery and application of the peaceful 
atom, Strauss declared. He emphasized 
that the status quo has no place in this 
exciting new art and that the commission 
is alert to every opportunity to expand 
and accelerate our program along sound, 
prudent productive lines. To accomplish 
this, he concluded, the commission intends 
“to proceed in the tradition of the Ameri- 
can free enterprise system with its ingenu- 
ity and cost-cutting incentives, backed and 
encouraged by government research and 
development.” 
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Delaware River TVA 
Proposed 

NEw JERSEY-PENNSYLVANIA water 

supply and hydroelectric installation 
patterned after the Tennessee Valley Au- 
thority was proposed for the Delaware 
river last month by the New Jersey CIO. 
A resolution passed at the opening session 
of the fifteenth convention of the organi- 
zation, held in Atlantic City, asked Gov- 
ernor Robert B. Meyner and the state 
legislature to initiate discussions with 
their Pennsylvania counterparts and the 
federal government “to appraise the merit 
of the establishment of a Delaware Valley 
Authority.” 

The resolution stated that “studies of 
the U. S. Army Engineers Corps indicate 
the projected dam would be certain to pre- 
vent floods and definitely afford irriga- 
tion, water supply, electric energy, and 
even recreational facilities.” 

The CIO pegged its appeal on the cur- 
rent New Jersey water shortage. 


The March of 
Events 


International Power 
Connection 


HE international power connection 
between Maine Public Service Com- | 
pany and The New Brunswick Electric | 
Power Commission has been completed 
and was put into service last month, it | 
was announced by C. Hazen Stetson, | 
president of Maine Public Service Com- | 
pany. This 16.9-mile tie-in transmission 
line was built in the summer and fall of | 
1957, although negotiations between the 
New Brunswick commission and the | 
Maine utility were instituted last year. | 
The tie-in with The New Brunswick | 
Power Commission was said to be part | 
of a long-range plan for integration of | 
the electric-generating systems in the | 
Maritime provinces. Negotiations were re- 
ported under way with the utilities in 
Nova Scotia, for a tie-in between that 
Province and New Brunswick, according 
to Edgar Fournier, chairman of The New 
Brunswick Power Commission. 


California 


Underground Power Station 
In Service 


_ ANGELES’ first underground power- 
distributing station, built in the Civic 
Center at a cost of $1.3 million, was 
placed in service last month by the depart- 
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ment of water and power. The facility will 
supply electricity to public buildings and 
other structures in the downtown area, a 
spokesman for the city-owned utility said. 

With a service capacity of 40,000 kilo- 
watts, the new station will take over some 
of the increasing downtown power load 
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formerly handled by other distributing 
stations. 





Utility Losses Listed 


ap of nearly $6 million in three city 
utilities were made up by the taxpay- 
ers in the fiscal year ended last June 30th, 
the San Francisco Public Utilities Com- 
mission’s annual report disclosed recently. 

More than half the tax support went to 
the Municipal Railway, which took $3,- 
496,941. This compared to $3.1 million 














Gas Rate Increase Sought 

7 Washington Gas Light Company 

early this month asked for an 8.8 per 
cent increase in gas rates. It would cost 
consumers an extra $4.3 million a year, 
adding between 62 cents and $1.31 to the 
average monthly home gas bill. The com- 
pany filed its request with the public 
utilities commissions of the District and 
Maryland. An identical application was 
being filed in Virginia, company officials 
said. 





















To Revise Utility Rules 


i bs state public service commission 
was reported recently to be planning 
a revision of its rules regulating electric, 
gas, and water utilities and the adoption 
of rules to govern telephone companies. 









Municipal Utility Bill Filed 


A BILL filed for consideration by the 
1958 state legislature would permit 
cities and towns to borrow outside their 
debt limits to establish, purchase, extend, 








THE MARCH OF EVENTS 





District of 


the railway got in the preceding year and 
$2.1 million the year before that. 

The International Airport received $1,- 
323,191. The bureau of light, heat, and 
power got $1,172,369. 

The bureau of light, heat, and power— 
with its principal duties the operation of 
the street-lighting system and the pur- 
chase of utility services for all city depart- 
ments—cannot by its nature be self-sup- 
porting. Two other utility departments, 
the Hetch Hetchy project and the water 
department, were self-supporting. 


Columbia 


President Everett J. Boothby said the 
company is feeling the squeeze of infla- 
tionary pressures and mounting labor 
costs, so that “earnings have deteriorated 
... The rate of return on the company’s 
investment for the twelve months ended 
June 30, 1957, was only slightly over 5 
per cent.” 

The increase, if granted, would yield a 
7 per cent return, through a rise in annual 
net operating revenues, after taxes, of 
approximately $2 million, Boothby said. 


Kentucky 


Hearings on proposed new regulations 
for gas service and telephone utilities 
were scheduled for December 19th. 

The commission staff, at the direction 
of the commission, has held a series of 
joint conferences with interested parties. 
Tentative rules have been drawn up. 


Massachusetts 


or enlarge gas or electric lighting plants. 
The measure was offered last month by 
State Senators Parker (Taunton, Re- 
publican) and Donahue (Holyoke, Dem- 
ocrat). 
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Under another Massachusetts legisla- 
tive proposal, filed for the Municipal Elec- 
tric Association of Massachusetts, cities 


and towns would be authorized to acquire, 
construct, improve, and maintain revenue- 
producing facilities and to finance them. 


New Hampshire 


Utility Tax Killed 


._ state supreme court last month 
killed the state’s utility franchise tax, 
causing a financial crisis which, it was re- 
ported, may be resolved by a special ses- 
sion of the legislature. Governor Dwinell 
said the action put New Hampshire’s bal- 
anced biennial budget into the red by some 
$2.5 million. The governor’s office said 
Governor Dwinell plans to recall the law- 
makers to propose a substitute tax. 

In unanimously ruling the 25-year-old 
franchise tax illegal, the court apparently 


left the way open for enactment of a sub- 
stitute. The five justices said the state has 
the lawful right to impose a tax on utility 
franchises but that the formula used in the 
current tax is unconstitutional. The for- 
mula, the court said, is illogical and un- 
just and has no economic significance. 
The legality of the tax was challenged 
by the Public Service Company of New 
Hampshire, largest utility in the state. 
The electric company contended a fran- 
chise has no value and that the tax was 
“excessive, illegal, and disproportionate.” 


Oregon 


Private Utilities Buy Chelan 
Power 

eerie GENERAL ELEctTric and Pa- 

cific Power & Light companies an- 
nounced recently that they have signed 
50-year contracts to purchase 23.1 per 
cent of the power from the Rocky Reach 
project being built on the Columbia river 
by the Chelan County (Washington) 
Public Utility District. 

Contracts with two other utilities, 
Puget Sound Power & Light and Wash- 


ington Water Power, and with Aluminum 
Company of America will take all of the 
remaining blocks of the initial output of 
the 775,000-kilowatt powerhouse. 

The two utility companies serving Ore- 
gon noted that “together with new hydro- 
electric projects which PGE and PP&L 
now have under construction, the pur- 
chase contracts will assure more than a 
million kilowatts of new power supplies 
to meet customer loads of more than 68 
per cent of all Oregon electric consumers.” 


Virginia 


Plan to Use Gas Upset 
pena Evecrric & PowEeR Com- 
PANY’s plan to use natural gas as fuel 
at its Possum Point power station was up- 
set, at least temporarily, by the Federal 
Power Commission recently. 
The FPC, in modifying an examiner’s 
decision on expanding the natural gas 
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pipeline system of Transcontinental Gas 
Pipe Line Corporation, struck out provi- 
sion for Transcontinental to build and op- 
erate facilities to transport gas to Possum 
Point, near Quantico. 

A company spokesman said Vepco 
hoped to supplement coal with natural gas 
as fuel at Possum Point. 





Progress 
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Regulation 


Trends and Topics 
When a Rate Base Must Be Determined 


HE necessity of determining a rate base is generally recognized by courts 

and commissions, although there are circumstances under which a finding 
as to the value of public utility property may be unnecessary, as in cases where 
a company is obviously operating at a loss or without any substantial amount 
of income. A brief review of decisions on the rate base theory is included in 
the volume “Rate of Return’, by Ellsworth Nichols, at page 2. Following the 
Supreme Court decision in the Hope Natural Gas Company case (51 PUR NS 
193) there was some confusion stemming from the court’s approval of the 
“end result” test by which a rate may be approved if it appears to be “fair.” 
Reactions to that decision may be noted in several opinions. 


End Result Theory 


For example, a judge, in a case involving rates fixed by a municipality in 
Iowa, said that the fair value doctrine is uncertain enough without throwing 
away all yardsticks. He said that the end result test may be acceptable where a 
high federal commission has pondered the problem, but when local officials 
are obliged to do the job, consideration only of the end result “would cast us 
upon an uncertain sea and decision would not be by rule but by individual con- 
ceptions of justice” (9 PUR3d 494). He referred to a speech before the Ameri- 
can Bar Association, entitled ‘The Rate Base Is Here to Stay!” by Francis X. 
Welch, published in Pustic UtiLit1es FortNIGHTLy, October 22, 1953, page 
635, commenting that Welch had reported rejection of the end result test by 
17 of 21 state supreme courts. 

The Iowa supreme court recently upheld that decision after considering a 
city’s argument that Smyth v. Ames (169 US 466), laying down the fair value 
rule upon which Iowa cases were based, had been overruled in the Hope case, 
and therefore the precedent for the fair present value rate base had been “in 
gas | , he , 

some way destroyed in the state of Iowa.”” The Hope case was a proceeding to 
review an order of the Federal Power Commission under the Natural Gas Act. 
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Federal due process did not require federal commissions to adopt any particular 
formula in rate making. The Supreme Court ruled that under the statutory 
standard of “just and reasonable” as used in the Natural Gas Act “it is the 
result reached, not the method employed, which is controlling.” The Iowa 
court viewed this as simply a holding that the federal Constitution does not 
require that any specific method be used in determining the question of a fair 
return. 

The sum total of this Hope decision, said the court, had been often mis- 
understood, distorted, and exaggerated by those who used it as an authority 
for the proposition that formerly established normal conventions of rate mak- 
ing are now obsolete and that a rate base need not be determined. The court 
could not perceive how any calculations of depreciation, legitimate financial 
expenses, or indeed other calculations indispensable to regulating rates could 
proceed without giving consideration to the somewhat baffling but nevertheless 
unavoidable problems attendant upon ascertaining a rate base. The court con- 
cluded that it must determine the constitutional requirements in Iowa and was 
not under any obligation to uphold a state statute merely because in the view 
of the Supreme Court it was not unconstitutional (20 PUR3d 159). 


The Illinois supreme court declared that the Hope case was not a precedent 
for the formulas adopted by the Illinois commission in fixing rates for the 
Illinois Bell Telephone Company (98 PUR NS 379, 387). The Montana 
supreme court ruled that the state commission was not bound by the Hope 
case but that its action must square with the Montana statutes and the de- 
cisions of the state court (18 PUR3d 277, 282). A proper rate base, according 
to the Vermont supreme court, must be determined (79 PUR NS 508). More- 
over, notwithstanding the Supreme Court opinion as to “end result,” the 
Federal Power Commission determines a rate base related to original cost and 
fixes a rate of return to be allowed. 


Florida and Wisconsin Decisions 


The Florida commission, in ordering a reduction in rates of the Florida 
Power & Light Company, recently expressed the opinion that the commission 
must, as a matter of law, determine a rate base and a rate of return. The state 
law specifies what value shall be used in fixing rates. Therefore, said the com- 
mission, its duty is not altered by the fact that a utility has elected to acquiesce 
in recommended reductions in present rates rather than project this into a 
conventional adversary proceeding. If the commission does not determine a rate 
base and a rate of return, the fixing of rates “would be an arbitrary exercise 
of statutory authority” (19 PUR3d 417). 

The Florida commission referred to the decision by the Wisconsin commis- 
sion in fixing rates for Commonwealth Telephone Company (70 PUR NS 5). 
There the commission did not determine any rate base or any specific rate of 
return. The rates prescribed were intended to afford approximately an annual 
net profit of a determined number of dollars which the commission thought 
to be reasonable. This order was reversed by the Wisconsin supreme court with 
the statement that the order was “arbitrary and unlawful.” The court inquired 
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how the commission or the reviewing court or the utility or the public could 
determine whether the profit was proper unless the commission made specific 
findings of the relevant facts and circumstances. The commission must de- 
termine the facts and set them forth as required by law. Those facts which 
control each case will then determine the rate base. If the rule were otherwise, 
the court continued, there would be no rule applicable by a court upon review 
and consumers would be bound by the commission’s abstract conclusion of 
“reasonableness” (73 PUR NS 97). 

















Circumstances Justifying Omission of Rate Base Determination 





Even though, as a rule, a rate base should be fixed, this does not mean that 
a costly and detailed investigation for that purpose is always necessary. Many 
commissions have granted increases in rates without making an exact de- 
termination of property value when a fair return could not under any cir- 
cumstances be earned. A rate base determination has been dispensed with when 
an emergency or temporary rate increase was sought. Use of operating ratios 
in fixing transit fares has sometimes justified the omission of a rate base 
finding. 

The Florida commission, several years ago, did not consider it necessary to 
determine a rate base where a telephone company had experienced no return 
on its investment but had operated at a substantial loss (76 PUR NS 161). 
In a case before the Massachusetts commission, no attempt was made to de- 
termine a rate base or rate of return for a motor carrier where, even after a 
proposed increase, the carrier would still be operating at a deficit (5 PUR3d 
B73}. 

The Idaho commission did not consider it necessary to determine a rate 
base for an electric company where the tariffs would not provide a return of 
6 per cent on investment even when this was based upon original cost less the 
retirement reserve (96 PUR NS 53). No rate base was determined in a tele- 
phone rate proceeding before the Montana commission where it appeared that 
net revenues had been decreasing and the company was in need of additional 
revenues. In the light of service rendered and existing conditions the proposed 
rates were reasonable (96 PUR NS 530). The Wisconsin commission has said 
that a rate base need not be determined where proposed rate adjustments for 
certain classes of service will result in a slight decrease in earnings (99 PUR 
NS 157). 

The Ohio supreme court said that where a question before the commission 
concerns a railroad freight rate on only a single commodity the commission 
has discretion to base such a rate upon matters other than property valuation 
and actual cost of operation (4 PUR3d 501). In Texas, it was held that the 
commission, in fixing intrastate freight rates, was not required to determine 
a rate base when the reasonableness of an increase, rather than confiscation, 
was an issue (99 PUR NS 488). 


Specific Findings Not Always Required 





































A Pennsylvania court, in upholding a commission rate order, said that the 
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case under consideration was within the class of those cases which the court 
had previously held to be of such a nature as to require no specific finding of 
fair value or of fair rate of return. It appeared that the commission had suf- 
ficient evidence before it to reach a conclusion that proposed rates were reason- 
able and that the fair value of the property would be in excess of any amount 
necessary to support the rates. It is not every case in which the rates are 
found to be just and reasonable that the commission may refrain from definitely 
establishing fair value and fair rate of return. It is only where the evidence 
is sufficient to reach that conclusion without making such findings that they 
may be left unspecified. A logical test, said the court, is whether the evidence 
shows a return to be “obviously reasonable”; if so, the findings are not es- 
sential (19 PUR3d 306). A similar principle was applied in another case when 
the court held that the commission did not commit error in refraining from 
making a definite finding of fair value for the purpose of increasing telephone 
rates. There was sufficient evidence that the rates were just and reasonable 
and that fair value would be in excess of any amount necessary to support 
the rates (15 PUR3d 484). 

A group of cases in which there seemed to be no necessity for a formal 
determination of the property value recently came before the Pennsylvania 
commission. The decision by the commission was noted in PusBiic UTILITIES 
FORTNIGHTLY, November 21, 1957, at page 896, where it was said that “with- 
out making rate base calculations” the commission authorized several gas com- 
panies to increase rates sufficiently to offset increased supply costs. That state- 
ment did not mean that the commission and its staff had not made calculations 
relating to the rate of return. Even though a commission does not make a 
finding as to the rate base, it is well known that the commission’s staff makes a 
careful analysis of all the facts relating to the company’s earnings, and the 
commission takes the staff’s report into consideration. 

The Wisconsin commission recently ruled that a finding of a definite rate 
base and reasonable rate of return was unnecessary, as a basis for permitting 
a gas distributor to include a purchased gas adjustment clause in its schedule, 
where earnings were in the neighborhood of 6 per cent (9 PUR3d 422). 


Losing Operation Theory in New Jersey 


The determination of an adequate rate base, according to the New Jersey 
supreme court, is fundamental in any rate proceeding (86 PUR NS 161). A 
railroad seeking authority to increase passenger fares, the court said, must 
prove its property valuation which constitutes its rate base, its expense, and 
the rate of return developed by relating net operating income to its rate base 
even though it is alleged that service is operated at a loss (89 PUR NS 394; 
97 PUR NS 308). 

The New Jersey board has recently turned down applications by four rail- 
road companies for authority to increase rates where the record was found to 
be deficient in that no rate base had been established or proved. The record, 
according to the board, was not sufficient to bring these cases within the “losing 
operation” theory. Explaining this term, the board referred to the fact that it 
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had granted commutation fare increases to the Pennsylvania Railroad Com- 
pany and to Pennsylvania-Reading Seashore Lines in October, 1955, without 
the necessity of presenting proof of a rate base. It was noted, however, that 
in those cases certain selected expenses—namely, direct wages, payroll taxes, 
and train fuel—standing alone exceeded the revenues. Consequently no con- 
sideration was given to the value of the property used to render the service. 
No such selected expense accounts had been presented in the current cases. The 
commission referred to the New Jersey supreme court rulings on the necessity 
of a rate base. Re Lehigh Valley R. Co. (NJ) Docket No. 9929, November 1, 
1957; Re Reading Co. (NJ) Docket No. 9932, November 1, 1957; Re Penn- 
sylvania R. Co. (NJ) Docket No. 9931, November 1, 1957; Re New Jersey & 
N. Y. R. Co. (NJ) Docket No. 9930, November 1, 1957. 





Review of Current Cases 


Rate Increase Denied to Telephone Company 
Earning 5.9 Per Cent 


ORTHWESTERN BELL TELEPHONE 
Company failed to convince the 
South Dakota commission that it should 
have a rate increase. Rising costs were 
cited as necessitating higher rates. On the 
basis of a net investment rate base allowed 
by the commission, the company was earn- 
ing a return of about 5.9 per cent. This 
was only one-tenth per cent below the 
rate authorized in a 1953 rate proceeding. 
The commission observed that the pres- 
ent earnings fell within the zone of rea- 
sonableness as previously established. 


Controverted Rate Base Items 


Northwestern Bell, noting that a con- 
siderable portion of its plant under con- 
struction was in service at the date of hear- 
ing, urged that such plant be included in 
the rate base. New plant was continually 
being cut into service and revenue-pro- 
ducing units were continually being added. 
The commission ruled, however, that 
since it was determining a rate base to 
correlate with revenues for a specific test 
period, plant under construction at the 








end of the period should not be included. 

The commission quoted from the Ver- 
mont supreme court (83 PUR NS 47,53) : 
“While replacements are under construc- 
tion the petitioner is compensated for the 
use of its capital by interest charged to 
construction. At the same time it is being 
compensated by a return on the property 
to be replaced. If, in addition, the prop- 
erty under construction were added to 
the rate base, thereby permitting it to 
produce yet another return over and above 
the two compensations already noted, the 
same property would produce two re- 
turns...” 

In its rate base calculations the com- 
pany included certain land held for fu- 
ture use. The commission recognized the 
value of company foresight in purchasing 
sites for future telephone facilities, but it 
indicated that such property, until put to 
public use, should be carried as an inde- 
pendent investment. No deduction for this 
item was made, however, as the sum was 
small and inconsequential. 

Northwestern Bell apparently did not 
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take income tax accruals into account 
when it computed working capital require- 
ments. The average in the tax accrual ac- 
count for the test period was more than 
adequate to provide for the company’s 
entire working capital requirements. The 
commission was not convinced that any 
amount should be allowed for this item, 
but for the purposes of this proceeding 
only, a small allowance was made. 


Rate of Return and Capital Cost 


A witness for the company testified that 
a reasonable rate of return on invested 
capital would be between 8.25 and 8.50 
per cent. He assumed a capital structure 
of one-third debt and two-thirds equity. 
He suggested an earnings requirement of 
10.61 per cent for equity capital. 

An economist, testifying in the public 
interest, recommended a rate of return 
within the range of 5.75 to 6 per cent as 
reasonable. He found the cost of common 
stock capital to be 8 per cent. He fixed 
the composite cost of capital at 5.87 per 
cent based on a 45 per cent debt ratio, and 
6.08 per cent assuming a 40 per cent debt 
ratio. 

Another witness testified that 5.40 per 
cent would be a reasonable rate of return 
for Northwestern Bell. 
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The commission could find no support 
for a rate of return of 84 per cent. Even 
allowing for increased wages and taxes, 
the commission noted that if all of the 
company’s exchanges had been correctly 
classified during the test period, earnings 
would have been considerably enhanced. 
The company would have earned a rate 
of return of 5.90 per cent. 

Only about one-fourth of the company’s 
capital was represented by debt. The com- 
mission observed that it was within the 
power of the management to arrange fu- 
ture financing so as to increase the debt 
capital and thereby decrease the cost of 
capital, with a resultant improvement in 
earnings. A debt ratio of at least 40 per 
cent was recommended. So long as fed- 
eral income taxes require $2 of gross in- 
come for every dollar of net income, said 
the commission, there is no reason why 
any regulated utility cannot base its fi- 
nancing on at least a 40 per cent debt 
ratio. 

The commission ordered that all ex- 
changes exceeding their group limitations 
be reclassified into an appropriate higher 
rate group. It was further directed that 
such reclassification be automatically ap- 
plied in the future. Re Northwestern Bell 
Teleph. Co. F-2469, October 18, 1957. 


Gas and Electric Operations Treated Separately for 
Rate-making Purposes 


‘ooo New Mexico commission held that 
gas and electric operations of an indi- 
vidual operator should be treated separate- 
ly for rate-making purposes. It said that 
customers receiving one type of service 
should not be compelled to bear costs 
incurred in rendering another type of 
service in the absence of unusual circum- 
stances. 

The source of the gas supply was the 
same for separate service areas in the state 
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and the unit cost of gas purchases was 
identical. Many other items of cost were 
common. The commission concluded that 
under these circumstances the gas opera- 
tions should be viewed as an entity for the 
purpose of testing the reasonableness of 
rates. 


Evidence of Value 


The company submitted no evidence ex- 
cept as to an accountant’s report previous- 
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ly filed with the commission. This evidence 
was considered of slight probative value 
because none of the figures had been 
audited and no verification was made of 
any of the balance sheet items. On the 
other hand the commission staff presented 
a valuation of plant and facilities follow- 
ing a field inspection and analysis of avail- 
able data from such records as the opera- 
tor did have. 

The commission considered the history 
and development of the service, the orig- 
inal cost of the property and business, its 
reproduction cost as a going concern, and 
other elements of value recognized by the 
law of the land for rate-making purposes 
as reflected by the record in this case. 
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The operator objected to the commis- 
sion’s use of the plant valuations shown 
by the engineering report and argued that 
these valuations should be increased by 25 
per cent. He presented no evidence in sup- 
port of this argument. The commission 
was satisfied that the valuations presented 
in the staff’s evidence provided a sound 
basis for testing the reasonableness of 
rates. 

Rates prescribed for the gas department 
were calculated to yield a return of 6.93 
per cent. Rates prescribed for the electric 
department were calculated to yield a re- 
turn of 6.25 per cent. Re Edington 
(Rodeo Garage), Case Nos. 491, 492, 493, 
September 18, 1957. 


Insurance Liability Limits Revised 


HE California commission, after an 

investigation to determine the amount 
and adequacy of protection against liabil- 
ity carried by motor carriers under its 
regulation, revised previous orders. The 
minimum limits of liability were set at 
$25,000 for bodily injury to one person, 
and $100,000 for injury to all persons in 
a single occurrence, subject to a limitation 
of $25,000 for each person. Minimum 
limit for property damage was set at $10,- 
000. The evidence showed that many of 
the carriers were carrying insurance well 
in excess of the limits provided by the 
commission. Various trucking associa- 
tions appeared as witnesses and, in gener- 
al, favored increasing the minimum limits. 
The commission noted that there was a 
trend towards increased verdicts in recent 
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court cases. For example, when an indi- 
vidual is totally disabled his earning po- 
tential may be capitalized. As wages in- 
crease, verdicts are likely to follow. There 
were also other ways in which rising 
wage-price levels affect the size of claims 
and verdicts. 

On the other hand, the evidence tended 
to show that trucks had a somewhat 
more favorable accident experience than 
vehicles generally. The commission be- 
lieved that the superior skill of profes- 
sional drivers and trucking company 
safety campaigns had effectuated the 
trend. Nevertheless, an increase in the 
minimum limits was considered desirable. 
Re Insurance Carried by Highway Com- 
mon Carriers, Decision No. 55641, Case 
No. 5719, October 1, 1957. 


Electric Company Permitted to Guarantee Residential 
Wiring Improvement Promissory Notes 


——_— unusual step was taken 
by the California Oregon Power 
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Company when it applied to the Cali- 
fornia commission for authority to as- 
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sume liability as guarantor of promissory 
notes issued to finance residential wiring 
improvements. The commission, subject 
to individual and aggregate limits set 
forth in the order, approved the request. 

Under the contemplated procedure, the 
property owner would undertake to have 
the improvements made and would issue 
his note for the cost of the work, plus 
carrying charges, which note would be de- 
livered to the bank, and the funds would 
be advanced. The power company would 
execute its guaranty on the note form 
upon certification by the property owner 
that the work had been completed and 
upon execution by the electrical contractor 
of a warranty and underwriting agree- 
ment to the effect that all bills and charges 
incurred by him in connection with the 
work had been paid in full, that no liens 
had been, or would be, filed against the 
premises by reason of the contract for the 
installation of the wiring, and that the 
contractor would indemnify the property 
owner and the company in the event of any 
loss arising out of such lien. 
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The company would guarantee the pay- 
ment of the note subject to a limitation of 
liability to $300 on any one note and to a 
maximum amount of all notes not to ex- 
ceed $100,000. The notes to be issued, by 
their terms, would run for periods not 
exceeding thirty months. 

The company would not advance funds 
for the improvements and would incur 
only a contingent liability. In view of the 
relatively small amount of any individual 
loan, and the fact that the notes would 
be executed only by persons who owned 
the property receiving the benefit of the 
improvements, the company believed that 
any cost to it by reason of defaulted obli- 
gations would be low. 

On the other hand, it believed the pro- 
gram would assist its sales promotion ac- 
tivities and would be reflected in increased 
usage of energy and added revenues. The 
commission concluded that the company’s 
proposal would not be adverse to the pub- 
lic interest. Re California Oregon Power 
Co. Decision No. 55648, Application No. 
39418, October 8, 1957. 


No Unlawful Discrimination from Exercise of 
Stockholder Discretion 


HE court of appeals held that, under 
the Natural Gas Act, it was beyond 
the power of the Federal Power Commis- 
sion to interpose a condition requiring the 
enlargement of a certain lateral as a con- 
dition to the grant of a certificate of pub- 
lic convenience and necessity for enlarge- 
ment of ten other laterals. An appeal had 
been lodged by a customer desiring the 
inclusion of its lateral in the expansion 
program. It was contended that by failing 
to include same, unjust discrimination re- 
sulted. 
The discrimination suffered by the gas 
pipeline corporation’s customers on the 
unchanged lateral, pointed out the court, 
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as against the customers on the ten other 
laterals to be enlarged, would result sole- 
ly from the decision of the corporation’s 
stockholders and directors not to include 
the unchanged lateral in the expansion 
program. Which laterals were to be in- 
cluded was a decision for the stockholders 
and directors to make in the exercise of 
their own judgment wholly uncontrolled 
by the commission. 

The commission, therefore, was right 
in not regarding the discrimination as un- 
due or unreasonable within the ban of the 
Natural Gas Act. Since the discrimination 
was not unlawful, the commission did not 
have to take it into account in determin- 
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ing whether public convenience and neces- 
sity required the enlargement of the ten 
laterals the stockholders and directors had 
decided upon. 


Amendment of Section 7 Construed 


The other argument advanced by the 
customer to support an application for a 
rehearing was that the passage of § 7(e) 
of the Natural Gas Act, which grants 
power to the commission to attach con- 
ditions to the issuance of a certificate of 
public convenience and necessity, implied- 
ly repealed § 7a, which provides that the 
commission shall have no authority to 
compel the enlargement of transportation 
facilities except under certain conditions. 

The court found no merit in the con- 
tention. All sections of the act, pointed out 
the court, must be reconciled so as to pro- 
duce a symmetrical whole. The court 
would not ascribe to Congress a purpose 
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to repeal the prohibition against com- 
pulsory enlargement of transportation 
facilities without more specific legislative 
direction. Repeal would not be implied 
unless there was an irreconcilable conflict 
between the two statutes. 

Here there was no such irreconcilable 
conflict. All that is needed to reconcile the 
two subsections, said the court, is to con- 
strue what is a reasonable condition under 
subsection (e) in the light of what is pro- 
hibited by subsection (a). Thus con- 
strued, a subsection (a) does not impair 
the broad power to attach terms and con- 
ditions to the issuance of a certificate 
which subsection (e) confers upon the 
commission except to the extent that such 
a term or condition would have the effect 
of compelling the enlargement of the ap- 
plicant’s transportation facilities. Central 
West Utility Co. v. Federal Power Com- 
mission, 247 F2d 306. 


Contract Demand Provision Not Reviewable 


PB ipccmgwia Gas & Etectric Com- 
PANY was not aggrieved by an order 
of the Federal Power Commission permit- 
ting the company’s supplier, Ohio Fuel 
Gas Company, to introduce into its de- 
mand-commodity rate structure a contract 
demand long-term billing commitment 
provision, the court of appeals held. Ab- 
sent aggrievement, there was no right to 
review, and its petition was dismissed. 
This case, the court observed, is iden- 
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tical with a recent case (20 PUR3d 220) 
in which Cincinnati Gas & Electric at- 
tacked a similar order issued with respect 
to its principal supplier, Central Kentucky 
Natural Gas Company. The court dis- 
missed the petition for review in that case, 
holding that the petitioner was not ag- 
grieved. The instant case is controlled by 
the earlier one. Cincinnati Gas & E. Co. v. 
Federal Power Commission et al. 247 
F2d 556. 


Unilateral Change in Contract Gas Rates Struck Down 
Despite Intervening Conversion Tariff 


HE court of appeals reversed an order 
of the Federal Power Commission 
denying the motion of Tyler Gas Service 
Company for a refund from United Gas 
Pipe Line Company of rates collected in 
excess of existing contract rates. The 


court also reversed the commission’s de- 
nial of petitions by Tyler Gas and the city 
of Tyler to reject rate schedules unilateral- 
ly filed by United to increase the contract 
rates. 

Pursuant to a commission order, United 
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filed a conversion tariff in 1952 which 
slightly increased the contract rates, and 
Tyler Gas acquiesced in the conversion. 
In 1953 United filed schedules of in- 
creased rates, which, after a suspension 
period, were allowed to go into effect. 
Following the decision by the Supreme 
Court in the Mobile case (12 PUR3d 
112), in which unilateral rate increases in 
violation of contract rights were held un- 
lawful, Tyler Gas asked for a refund from 
United and petitioned the commission to 
reject the new rate filings. The commis- 
sion ruled adversely to Tyler Gas on both 
points, asserting that this case could be 
distinguished from the Mobile ruling. 


Mobile Case Identical 


The commission contended that the 
conversion tariff was a unilateral change 
in the contract rates as to Tyler Gas and 
that from the time of that change the con- 
tract did not bar further unilateral in- 
creases. Noting that the conversion tariff 
effected some upward change, the com- 
mission argued that Tyler Gas no longer 
had any binding contractual rights to any 
rate and that United, by filing a higher 
rate, could unilaterally increase the price 
of gas to its customer. The commission 
had made no finding that the contract 
price was contrary to the public interest. 

The court of appeals thought this case 
was no different in principle than the 
Mobile case. There the converted tariff 
did not result in a cost identical to that 
under the original contract. In both cases 
the conversion tariff became a part of an 
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unchanged contract. The fact that Tyler 
Gas inferentially consented to a slightly 
higher cost of gas in the conversion tariff, 
said the court, is no basis for saying that 
it agreed to be bound by later unilateral 
rate increases. 

The contract between Tyler Gas and 
United was never mutually rescinded. So 
long as Tyler Gas has a valid subsisting 
contract with United, the cost of gas can- 
not be unilaterally varied unless the com- 
mission first finds that the contract rate 
is in conflict with the public interest. The 
Natural Gas Act does not permit unilat- 
eral changes in rate contracts. 


Res Judicata Issue 


The commission’s ruling was also 
based on the position that a court judg- 
ment dismissing a complaint by Tyler Gas 
for injunctive relief against the increased 
rates was res judicata as to the merits of 
the rates. But this judgment merely de- 
cided that the complainant must seek from 
the commission any relief that may be 
due. 

It is apparent that the dismissal was 
based on a lack of jurisdiction to grant 
equitable relief as to matters then pending 
before the commission, which was em- 
powered to afford an adequate remedy. 

“We cannot see,” said the court, “how 
a decision that a party must seek relief 
before an administrative agency can be 
res judicata of the merits of the agency’s 
later denial of the relief requested.” Tyler 
Gas Service Co. et al. v. Federal Power 
Commission, 247 F2d 590. 


Stay of Action by Pipeline Pending Decision in Related 
Case Held Discretionary with Court 


_ United States court of appeals 
ruled that a district court acted with- 
in its discretion in granting a motion by 
Tyler Gas Service Company to stay an 
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action by United Gas Pipe Line Company 
to recover for gas supplied under filed 
rate increases, pending decision in another 
appellate proceeding which might ma- 
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terially affect the higher rates. United’s 
new filing had gone into effect, subject to 
refund, under the provisions of § 4(e) 
of the Natural Gas Act, though Tyler Gas 
was contesting them on the ground that 
they were an unlawful unilateral change 
of existing contract rates. 

United contended that the stay 
amounted to an injunction or restraining 
order from which an appeal lies. The ap- 
pellate court disagreed. The order related 
solely to the conduct of the case itself. It 
did not purport to forbid action by any- 
one, court or litigant, in any other place 
or proceeding. It was an interlocutory 


€ 


order and there was no basis for an ap- 
peal, the court held. 

The court denied a writ of mandamus, 
requested by United, to compel the trial 
court to proceed with the trial. This was 
not a case of a judge abdicating his duty 
in order to avoid a difficult decision. As 
the appellate court observed, it was impos- 
sible for the judge to conclude that the 
pending proceeding might not destroy or 
substantially alter the filed rate upon 
which United sought its money judgment. 
The appeal was dismissed. United Gas 
Pipe Line Co. v. Tyler Gas Service Co. 
247 F2d 681. 


Wellhead Sales of Gas for Gasoline Manufacture 
Held Jurisdictional 


— by a natural gas producer at or 
near the wellhead were sales for re- 
sale in interstate commerce, said the court 
of appeals, notwithstanding that the gas 
was commingled with other gas in the 
purchaser’s field: lines. This ruling was 
made despite a contract between the 
parties which recited that the sales were 
for the purpose of manufacturing gaso- 
line. 

A further provision of the contract, 
however, recognized the purchaser’s right 
to sell surplus gas remaining after the ex- 
traction process, with a percentage pay- 
ment to the producer. This gas, thus sold 
to a second purchaser, was thereupon 
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transported out of the state for resale. 
The legal determination of whether 
producer sales of natural gas are sales for 
resale in interstate commerce, within the 
meaning of the Natural Gas Act, said the 
court, rests not upon the parties’ osten- 
sible contract purpose of manufacturing 
gasoline but upon the actual disposition 
of the gas. The record clearly showed that 
the gas sold by the producer was resold 
in interstate commerce. The commission’s 
order issuing a certificate upon the pro- 
ducer’s protest application, thus founded 
upon proper jurisdiction under the statute, 
was affirmed. Shell Oil Co. v. Federal 
Power Commission, 247 F2d 900. 


Wellhead Sales of Gas Uncommitted to Interstate 
Transportation Held Sales for Resale 


i court of appeals ruled that well- 
head sales by a natural gas producer 
to a company which, after processing the 
gas, transported it into other states and 
sold it were sales for resale in interstate 
commerce subject to the commission’s 
jurisdiction, even though the gas was not 


committed on its interstate journey until 
some point after the sales took place. 
Pursuant to the commission’s Order 
174-A, Continental Oil Company, the pro- 
ducer, had filed, under protest, an applica- 
tion for a certificate. It presented evidence 
as to the sales but refused to offer any 
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evidence relating to the ultimate disposi- 
tion of the gas after it was received by 
the purchasing pipeline company. How- 
ever, the commission took notice of 
records pertaining to the disposition of 
the gas. On this basis it found that the 
sales were for resale in interstate com- 
merce. 

The commission’s order, which was af- 
firmed by the court of appeals, observed 
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that, since the sales were made to a natural 
gas company operating subject to the 
commission’s jurisdiction, such sales were 
presumptively subject to the commission’s 
jurisdiction also. The burden was upon 
the one asserting nonjurisdiction to ad- 
duce evidence upon which such a conclu- 
sion could reasonably be based. Con- 
tinental Oil Co. v. Federal Power Com- 
mission, 247 F2d 904. 


Gas Pipeline Rate Increase Denied for Refund Period 


WwW some modifications, the Federal 
Power Commission adopted an ex- 
aminer’s decision disallowing a rate in- 
crease for Michigan Wisconsin Pipe Line 
Company. The filing for the increase, 
made in January of 1955, would have 
yielded $1.5 million of additional revenues. 
Since in another proceeding Michigan 
Wisconsin filed a rate increase which be- 
came effective in November, 1956, the in- 
stant proceeding was concerned with rates 
for a “locked-in” or “refund” period of 
approximately nineteen months beginning 
April 1, 1955, and ending November 15, 
1956. 


One-year Test Period 


The company took exception to the ex- 
aminer’s use of the calendar year 1955, 
annualized by certain adjustments, as the 
test period. It was argued for the utility 
that the actual data of operations during 
the 19-month refund period should be 
used. The commission noted, however, 
that the actual operating data for this 
period would be misleading. The com- 
pany’s operations involved 6-month cycles 
of summer storage and winter sales. The 
19-month period involved costs for two 
summer storage seasons but revenues for 
only one winter heating season, so that the 
use of the actual operating data for this 
period, in the absence of adjustments not 
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shown in the record, would not produce 
proper rates. 
Test Year Sales 


The company objected to the use of the 
actual volume of 117 million Mcf of gas 
sold during the test year, arguing that this 
figure should be adjusted to no more than 
110 million Mcf, the certificated design 
capacity of the pipeline. It further con- 
tended that an adjustment should be made 
to eliminate a claimed abnormal net draw 
down from storage of 6 million Mcf. The 
record showed, however, that the company 
actually sold, besides 117 million Mcf in 
1955, 115 million Mcf in 1956, nearly 113 
million in 1954, and 112 million in 1953. 
The commission agreed with the examiner 
that these figures speak for themselves. 
Noting that sales had been consistently 
and significantly in excess of the design 
capacity of the pipeline, the commission 
found no reason for adhering to that 
capacity for rate-making purposes or for 
viewing the withdrawal from storage as 
so abnormal as to justify its exclusion 
from the volumes sold. 


Amortization of Past Supply Cost 


Amortization expense was claimed on a 
sum of nearly one million dollars repre- 
senting an additional cost to Michigan 
Wisconsin for gas purchased from Phil- 
lips Petroleum Company. This additional 
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cost was the result of a court decision in 
1955 which set aside a commission order 
denying escalation rate increases sought 
by Phillips. The examiner allowed amor- 
tization of this item, considering that it 
would be equitable to permit the company 
to “undo the financial mischief” oc- 
casioned by the court’s reversal of the 
commission and to “restore the company 
to the position it might have had but for 
the commission’s error.” 

The commission sustained objections to 
the examiner’s ruling. The bulk of the ad- 
ditional cost related to the year 1952. 
Moreover, the company enjoyed a rate of 
return in excess of 7 per cent in the three 
years preceding 1956. The commission 
could perceive no basis for any financial 
mischief to the company nor for improv- 
ing its position by permitting amortiza- 
tion of any part of the claimed additional 
cost. 

Furthermore, said the commission, the 
fortuitous occurrence of a rate case at the 
present time does not justify the recoup- 
ing of losses or expenses through amorti- 
zation in years beyond which the claimed 
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losses or expenses arose and properly re- 
late. Particularly is this true where, as 
here, the company has experienced a very 
favorable rate of return. 


Contention for Rate Reduction 


In this § 4(e) proceeding for a rate in- 
crease, the city of Detroit urged the com- 
mission to order a reduction in Michigan 
Wisconsin’s rates, contending that the 
procedural incidents of § 4(e) and 
§ 5 are in this regard the same. The com- 
mission thought it would be neither ap- 
propriate nor desirable to determine a 
question of reducing rates in this proceed- 
ing. 

The record showed that the case was 
before the examiner on the issue of 
whether or not the company could sustain 
a proposed increase, and no consideration 
had been given to a rate reduction. The 
matter was raised only by exceptions to 
the examiner’s decision. There was there- 
fore no record to justify determination of 
such an issue. Re Michigan Wisconsin 
Pipe Line Co. Docket No. G-8511, Oc- 
tober 15, 1957. 


Court Distinguishes between Tax and Rate Case 
Deductions and Rules on Prospective Costs 


— for two items of contention, 
the Maine supreme court upheld the 
state commission (17 PUR3d 452) in 
denying an application by Central Maine 
Power Company for a rate increase. The 
company did not complain of the fair 
value rate base established by the commis- 
sion, and the gross revenues produced by 
the existing rate schedules were not in 
dispute. 

The questions before the court per- 
tained to expenses and rate of return. The 
case was remanded for commission ac- 
tion on the two points overruled. 


Rate of Return 


The company thought the allowed rate 
of return of 5.61 per cent was unreason- 
ably low and constituted reversible error 
in view of the rate of 5.8 per cent allowed 
in 1953. Arguing that the rate base al- 
lowed in the present proceeding contained 
less “current value” than the 1953 rate 
base and that more working capital is now 
required, the company asserted that a 
higher return, or at least not less than 5.8 
per cent, was necessary. The court ruled, 
however, that there was ample evidence 
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to sustain the commission’s allowance of 
5.61 per cent and that its determination 
was reasonable. 


Income Taxes 


The company contended that income 
tax savings arising from losses and ex- 
penses chargeable against taxable income, 
though not against operating revenue, 
should be allowed as an operating ex- 
pense for rate-making purposes. The tax 
reduction resulted from the effect of mer- 
chandising losses and charitable contribu- 
tions on the company’s income. The court 
ruled that there was no error in the com- 
mission’s refusal to charge operating rev- 
enue with this item. 

Nor was the commission wrong in re- 
jecting a proposal to “normalize” the in- 
come tax effects of accelerated deprecia- 
tion taken under § 167 of the Internal 
Revenue Code of 1954. Under the normal 
procedure approved by the commission, 
depreciation for rate-making purposes is 
charged on the straight-line method, 
while accelerated depreciation is permit- 
ted for income tax purposes. Normaliza- 
tion of income taxes resulting from ac- 
celerated amortization under § 168 of the 
Code is allowed. 

The court indicated that it could find 
no intent on the part of Congress that 
ratepayers of a utility “should provide an 
interest-free loan to the company through 
present payment of a deferred tax.” In 
answer to a contention that the principle 
which controls the treatment of deferred 
taxes under accelerated depreciation is 
similar to the principle governing per- 
missible normalization of taxes under ac- 
celerated amortization, the court observed 
that there is a wide difference between 
the programs. “Accelerated amortization 
with its quick write-off and limited pe- 
riod of operation is not like accelerated 
depreciation with its change of pace, but 
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no more, in recovery of cost over the full 
life of the property.” 

The proper treatment of depreciation 
and taxes, it was noted, calls for the ex- 
ercise of judgment by the regulating au- 
thorities. There are choices to be made in 
the impact of both depreciation and taxes 
upon present and future ratepayers. The 
court sustained the commission’s position 
that the creation of a deferred reserve 
for income taxes under circumstances 
outlined by the company would extend 
charges into the unforeseeable future to 
provide for expenses which might never 
arise, or to meet which, when and if the 
need should arise, the company could 
seek relief from the commission. 


Higher Wage Costs Not to Be Ignored 


The company complained that the com- 
mission had excluded additional wage ex- 
pense which would be incurred in 1957, 
after the close of hearings in this case, 
under a contract in force in the test year. 
The commission had found in its order 
that wages would increase in 1957. 

Its ruling on this item was founded 
upon several grounds: (1) that the in- 
crease was not effective in the test year of 
1956, (2) that the estimates of cost of 
operation should be unchanged from the 
costs in fact of the test year, and (3) that 
the estimated increase in revenues would 
offset the estimated increase in expenses. 

To ignore this wage increase, known 
with the maximum degree of certainty 
attainable in a forecast, said the court, is 
to defeat the very idea of fixing rates for 
the future upon intelligent and informed 
estimates. It was concluded that the com- 
mission had improperly interpreted the 
evidence, and its determination on this 
point was overruled. 


Sales Promotion Expense 


Without questioning the good faith of 
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the company, the commission excluded 
$80,000 of nearly $300,000 spent for 
sales promotion. The $80,000 was de- 
voted to the commercial department and 
to part of the expenses of the public re- 
lations department. The company urged 
that this action constituted an invasion of 
management’s province and lacked any 
supporting evidence. The court thought 
the commission had unreasonably substi- 
tuted its judgment on this expense for 
that of management. 


Additional Fuel Costs 


Pointing to an upward trend in the 
cost of oil, in some measure recognized 
by the commission, the company urged 
that the price of oil at the January, 1957, 
price of $3.20 per barrel should be al- 
lowed in computing fuel cost, or, in any 
event, the price of $2.95 at the end of the 
test year. The price rose from $2.55 to 
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$2.95 during 1956. The commission, 
however, had allowed only the average 
cost actually experienced in 1956. 

The court sustained the commission. 
This item, it was held, differs basically 
from the wage increase. The latter was 
founded upon a firm contract known in 
the test year and effective thereafter. 
But the proposed fuel adjustment rested 
solely on estimates of the future market 
price of oil beyond the test year. 

The experience of the test year, said 
the court, should not be cast aside except 
upon a strong showing of its weakness as 
a measure for the future. It was noted, 
moreover, as the commission had also 
observed, that an expected increase in the 
revenues of this growing utility will prob- 
ably compensate for any increase in fuel 
cost. Central Maine Power Co. v. Maine 
Pub. Utilities Commission, November 7, 
I9aF. 


Felephone Service Extension Influenced by 
Community of Interest 


_ from parties residing near 
the boundary lines of two or more 
telephone exchanges and seeking service 
from the exchange most advantageous to 
them, involve considerations of an eco- 
nomic, engineering, and legal nature, the 
Illinois commission observed. Such re- 
quests require, of course, consideration of 
public convenience and necessity. 

An individual residing in open, un- 
claimed territory approximately equidis- 
tant between the Abingdon exchange of 
General Telephone Company of Illinois 
and the Avon exchange of Intra State 
Telephone Company complained to the 
commission requesting service from the 
Abingdon exchange. Several other per- 


sons in the complainant’s area also de- 
sired service from Abingdon. The evi- 
dence indicated that their community of 
interest was in that city. Complicating 
the commission’s decision was the fact 
that the lines of both exchanges extend- 
ing toward the complainant’s area were 
already overloaded. 

With a brief finding as to the public 
convenience and necessity, the commis- 
sion ordered General Telephone to con- 
struct adequate facilities from its Abing- 
don exchange and provide service to the 
complainant and the other interested resi- 
dents in the area. Thompson v. General 
Teleph. Co. of Illinois, No. 44384, Octo- 
ber 22, 1957. 
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Other Recent Rulings 


Joint Rate Reduction Ordered. The 
United States district court affirmed a 
decision of the Interstate Commerce Com- 
mission which held that a railroad’s vol- 
untary reduction of joint rates on fine 
coal over routes with the longest haul does 
not close alternate through traffic routes, 
and the commission can compel reduction 
in joint rates over these routes. Southern 


R. Co. v. United States, 153 F Supp 57. 


Establishment of Train Yard. The 
United States district court held that the 
establishment of a train yard at an inter- 
mediate railroad car interchange by the 
owning railroad is not such an unjust and 
unreasonable practice as would allow a 
railroad whose train yard remained un- 
changed, and which had to move its cars 
from the interchange to a railroad in a 
distant yard, to recover the cost of such 
movement. Houston Belt & Terminal R. 
Co. v. United States, 153 F Supp 3. 


Telephone Rate of Return. The Wis- 
consin commission approved a rate in- 
crease of a small telephone company, upon 
cutover to dial service, which would yield 
a return of 6.5 per cent on the net book 
value rate base. Re Gilman & W. Teleph. 
Co. 2-U-4839, September 26, 1957. 


Certificate Restriction. A United States 
district court held that the Interstate Com- 
merce Commission had no authority to 
impose additional operating restrictions on 
a trucking certificate which contained no 
reservation of authority to impose further 
restrictions. Frisco Transportation Co. v. 
United States et al. 153 F Supp 572. 


later Rate Increase. Northumberland 
Water Company, operating under a rate 


level established in 1922, obtained a 70 
per cent rate increase from the Pennsyl- 
vania commission, which was sufficient to 
afford a rate of return of 5.84 per cent on 
a fair value rate base. Pennsylvania Pub. 
Utility Commission et al. v. Northumber- 
land Water Co. C. 16704, C. 16710, Oc- 
tober 7, 1957. 


Motor Carrier Authority Granted. In 
granting private motor carrier authority 
to distribute beer in the Denver area, the 
Colorado commission noted that the ques- 
tion of impairment of service of a common 
motor carrier does not arise when it is es- 
tablished, as shown by the absence of any 
protesting carriers, that no existing carrier 
is rendering the proposed service. Re Colo- 
rado Delivery, Inc. Application No. 
15649-PP, Decision No. 48837, October 
i, 27a. 


Jurisdiction Unaffected by Contract. In 
denying a proposed change in a contract 
rate of a power company, the Colorado 
commission ruled that it was not precluded 
from taking jurisdiction over all rates be- 
tween the parties, whether contractual or 
otherwise. Cox (Artesia Power Co.) v. 
Moon Lake Electric Asso., Inc. Case No. 
5129, Decision No. 48862, October 9, 
1957. 


Passenger Trains Discontinued. Pas- 
senger trains should not be required to be 
operated unless the public uses them, the 
Maryland commission commented, in au- 
thorizing the Pennsylvania Railroad Com- 
pany to discontinue certain local trains op- 
erating out of Baltimore, where cost of 
operation exceeded revenues nearly four- 
teen times over. Re Pennsylvania R. Co. 
Case No. 5540, October 23, 1957. 
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Aluminum Connectors! : 


EXTRA-HEAVY 
BOLT HEAD 
LOCKING LUGS 


AF.GE ALLOY 
OLTS 


TRA-THICK 
ALIS 


Delta-Star announces a complete new line of connectors. Extra rugged 
construction and engineered for maximum service life under all cond- 
tions... Particularly important in this new line are the heavy walls and generous overall 
d mensions. With these features pressure is distributed to permit optimum contact yet 
with negligible cold flow...All sizes and ranges of conductors are cast on surface of each 
connector...Can be supplied in types and sizes to meet all connector requirements. For 
firther information, write Delta-Star Electric Division, H. K. Porter Company, Inc.— 
2:37 West Fulton Street, Chicago 12, Illinois. 
District Offices in Principal Cities 


H. K. PORTER COMPANY, INC. 


DELTA -STAR ELECTRIC DIVISION 


Porter Divisions: Cleveland, Connors Steel, Delta-Star Electric, Henry Disston, Leschen Wire Rope, Quaker Rubber, 
Refractories, Riverside-Alloy Metal, Vulcan Crucible Steel, W-S Fittings, H. K. Porter Company (Canada) Ltd. 











Twofold Benefits From The 


Analysts Journa 


7, \ts timely articles by the nations leading security analysts 
and economists keep you informed as to methods and 
trends in the security markets. You will be better able to 


present your company in its most favorable light if you 
know the trend of financial thinking as expressed in the 
official publication of the Security Analysts. 


2, is advertising pages provide a means of putting your story 
across to the Analysts. There is no more direct and effec- 
tive way to contact this influential group of investment 
specialists than to advertise in their own quarterly Journal. 


To Keep Abreast of Investment Markets 
READ THE ANALYSTS JOURNAL 


To Keep Investment Markets Abreast of Your Company 
ADVERTISE IN THE ANALYSTS JOURNAL 


PUBLISHED QUARTERLY BY THE NEW YORK SOCIETY OF SECURITY ANALYSTS 








THE ANALYSTS JOURNAL 
20 Broad Street, Room #908 
New York 5, N. Y. 


Gentlemen: 


(CD Please enter my subscription for one year at the subscription rate of 
$5.00—United States; $5.50—Canada. 


() Please send me your advertising brochure. 
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ornia Electric Power Plans 
109,000,000 Expansion 


FORNIA Electric Power Com- 
plans to add more than $100,- 
() of new facilities to its system 
tthe next five or six years, ac- 
¢ to Carl C. Ernst, president. 
Ernst said the utility’s expan- 
rogram is based on projections 
y customer demand for elec- 
that is expected to increase at 
te of 11 per cent annually over 
xt five years. “By 1962,” he 
four kilowatt-hour sales will be 
cent greater than in 1956.” 


ties Urged to Push Sale of 
Commercial Gas 


ERATION of top manage- 
ff gas utility companies will be 
nl of a new kind of “PEP” cam- 
on the part of manufacturers of 
yrestaurant and commercial gas 
nent. 

established GAMA “PEP” 
‘ontest, sponsored by the Hotel, 
rant and Commercial Gas 
ment Division of the Gas Appli- 
Menufacturers Association, is 
at promoting the sale of com- 
il gas equipment by giving 
s to utility companies who do 
diag selling jobs. The new 
ig. will seek to strengthen util- 
in ercial sales efforts by alert- 
)n anagement to the desirability 
ildi ge the commercial gas load. 
ou th more than 90 per cent of 
hls -erved in public eating places 
ok: d with gas, the commercial 
s ‘aken for granted in many 
ac ording to Tracy B. Madole, 
lar of the GAMA division. Mr. 
let ld the group in a meeting at 
House. New York. that most 
‘rc al sales departments are un- 
an1ed, and in many instances, 
all; non-existent. 
sail a brief study of industry 
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Industrial Progress 


figures revealed ample reason for gas 
companies to put forth special effort 
to maintain the dominance of gas in 
the commercial field, and also to in- 
crease its lead. Restaurant equipment 
dealers cannot reasonably be expected 
to assume the gas industry’s responsi- 
bility for the sale of commercial gas 
appliances. 

Utility revenue from commercial 
gas sales in 1956 totaled $471,258,- 
000, Mr. Madole said, more than 11 
per cent above 1955 and more than 
double the 1946-1950 average. He 
added that commercial use consumed 
only 9 per cent of the therm total, but 
produced 12.2 per cent of utility rev- 
enue. 

“With commercial gas revenue run- 
ning at about half a billion dollars a 
year now,” Mr. Madole said, “intensi- 
fied selling efforts by utility companies 
in close cooperation with dealers could 
boost the figure to more than three 
quarters of a billion dollars annually 
by 1965.” 


So. Cal. Edison Dedicates 


"Sodium Reactor Experiment" 


A NEW age of atomic power dawned 
in the West recently as Southern Cali- 
fornia Edison Company formally 
opened its Santa Susana experimental 
generating plant—the first owned by a 
private utility to commercially gener- 
ate and distribute electricity using 
power from a non-military atomic en- 
ergy reactor. 

High-ranking officials of govern- 
ment and industry participated in dedi- 
cation ceremonies for the “Sodium 
Reactor Experiment,’ with which 
Edison’s generating plant is associ- 
ated, and joined the press in a tour of 
the entire project. 

The Sodium Reactor Experiment is 
a part of the Atomic Energy Commis- 
sion’s program to develop economical 
power from atomic energy, and is be- 
ing conducted by Atomics Interna- 











tional, a division of North American 
Aviation, Inc. 

“Although our atomic generating 
plant is experimental in nature, and of 
relatively small size, we hope to learn 
from it much that will be of use in 
planning full-scale nuclear power 
plants in the years ahead,” declared 
Edison President Harold Quinton. 

“We intend to share our findings 
with other electric utility operators in 
pursuit of a common goal—develop- 
ing for the United States the most effi- 
cient and advanced methods of pro- 
ducing electricity from nuclear energy 
to be found anywhere in the world,” 
Mr. Quinton said. 

Mr. Quinton voiced belief that 
atomic power may approach the cost 
of conventionally produced electricity 
within the next decade, and that with- 
in 20 years atomic power may be pro- 
ducing “a significant amount” of the 
nation’s total power supply. 

The Santa Susana plant, built by 
Edison at a cost of about $1,400,000, 
has a generating capacity of 7,500 kilo- 
watts—a relatively small amount of 
the company’s total capacity of almost 
three million kilowatts. Power devel- 
oped at the station will be subject to 
interruption dependent upon the needs 
of the experimental program. 

The reactor uses uranium for fuel 
and liquid sodium to transport the heat 
to the steam generating facilities. This 
is accomplished by circulating sodium 
through the reactor core, thus absorb- 
ing the heat. The sodium flows out of 
the core at a temperature of approxi- 
mately 960 deg. F. It is then pumped 
into a vessel which also contains water 
in separate tubular compartments. 

Dramatizing the tremendous stores 
of energy locked in nuclear fuels, it 
was pointed out that a ten-pound piece 
of uranium can generate as much pow- 
er as two and a half million gallons of 
fuel oil—which is the amount used by 
Edison in a single day’s operation. 


(Continued on page 26) 
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Gas Industry Plans Major 
Safety Crusade for 1958 


A SAFETY crusade described as 
“the most ambitious employee acci- 
dent prevention program ever under- 
taken in the United States by an en- 
tire industry” will be launched by the 
American Gas Association in 20 or 
more cities during 1958, it was an- 
nounced recently by J. Theodore 
Wolfe, president of Baltimore Gas 
and Electric Company. 

Mr. Wolfe, second vice president 
of A.G.A. and chairman of its Execu- 
tive Safety Committee, said two-day 
courses for effective accident preven- 
tion and control will be held in states 
which have not kept pace with the in- 
dustry in the reduction of employee 
accidents in the past three years. The 
industry as a whole, he pointed out, 
has improved its safety record for 
nine consecutive years to an all-time 
low of 8.68 disabling injuries per mil- 
lion man-hours in 1956. 

Training courses for supervisory 
personnel have been scheduled for the 
following cities, with exact dates to 
be arranged later by A.G.A. Acci- 


dent Prevention Committee members: 
January — Houston, Texas and 


\ 


American Appraisals of reproduction 
cost may affect rates 


An American Appraisal report of the cost of repro- 
duction provides convincing evidence in the prepa- 
ration of an appeal for adjusting rates to provide 


a more equitable return. 


The 


AMERICAN APPRAISAL 


Company 


Leader in Property Valuation 
Home Office: Milwaukee 1, Wisconsin 


Tulsa, Okla. 

February—Tampa, F'a., 
son, Miss. 

March—Raleigh, N. C., 
mond, Va. 

April—Atlantic City, N. J., and In- 
dianapolis, Ind. 

May—St. Louis, Mo., Minneapolis, 
Minn., and Sioux City, Lowa. 

June—Kansas City, Mo., and Chi- 
cago, Ill. 

July—Denver, Colo. 

August — Las Vegas, Nev., and 
Portland, Ore. 

September—Dallas, Texas. 

October—Little Rock, Ark., and 
Atlanta, Ga. 

November—Boston, Mass. 

Success in these courses covering 
the essentials of a day-to-day company 
safety program will result, Mr. Wolfe 
said, in (1) The manual rate of in- 
surance for gas companies should be 
lowered in the next three years, with 
a resulting saving of thousands of dol- 
lars on insurance, both for individual 
companies and the gas industry col- 
lectively ; (2) millions of dollars now 
being spent for compensation costs. 
resulting from disabling injuries, will 
be saved; and (3) most important of 
all, he said, the industrv’s employees 


and Jack- 
and Rich- 





and their families will be spa 
hardships and suffering that 
products of accidents. 

Members of the A.G.A, E 
Safety Committee are, in add 
Mr. Wolfe: Ernest R. Ackerff 
dent, Central Hudson Gas & 
Corp., Poughkeepsie, N. Y_ ; J 
Carson, vice president, The E, 
Gas Co., Cleveland, Ohio; 
Lawrence, vice president, Sq 
California Gas Co., Los A age 
C. McGraw, president, 7 ra 
nental Gas Pipe Line Corp. H 
Texas; R. M. Power, pres der 
Gas Service Company, K: 
Mo. ; Leonard B. Richards, vi 
dent, Harrisburg Gas Divis 
United Gas Improvement €o, 
risburg, Pa.; and Charles ‘3. 
president, Springfield Gas ig 
Springfield, Mass. 


150 Exhibits Already Sche 
For National Lighting Expe 


THE 1st National Lighting 
tion announced recently thai it 
ready scheduled 150 major e 
—insuring that the New Yor 
seum show next March will 
(Continued on page 28) 


More for your Money in 

















up—19 ga. doors). 


structure. 





HALL 





@ 4%” Diamond Floor Plate. 
@ 5” Structural Channel Under- 


@ Electric Welded throughout. 

® Telescoping Roof with weather 
tight, easy sliding action. 

@One piece Smooth Welded Draw- @ Bit and Chisel Drawer; 
ers and Compartments. 

@ Vertical or Horizontal Flush Doors 
with recessed, spring loaded 
latches at no extra charge. 


.IMMEDIATE DELIVERY ¢ Distributors in Principal iti 
BITS idl oli olemicls 


DERRICKS 
813 SOUTH READING 


MORYSVILLI 





New Line Construction Body for single or dual wheel chassis from % to 2 tons. 
Length from 8’ to 14’ (CA's from 48" to 120"’). 
ample stowage space inside and out. Many plus features at no extra 


Sliding roof for der: 


@14 and 16 ga. Body Steel (14 ga. @ Concealed metal Winch 
throughout for models rated 1 ton @ Curbside Access to tool 


equipment used most fre4 

® Vertical Compartments 
ers, lines and linemen’s 

® Large, inside ventilated, ‘1 
Goods Compartment. 

® Two piece Front Windov 
compartment. 


Drills, Tamps, Rods, etc 


® Fendix Undercoating at : 
charge. 


fa x1) {a 
MORYSVIL 
GL, 


AVE., BOYERTOWN, #EN 
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l be Spa 
ng that 


VISIBLE RECORO SYSTEM 


repairs and replacements. Clip and mail the coupon 
below to get more detailed information on Kardex. 
You couldn't have a better mechanic's assistant. 


S equipment is maintained at its highest oper- 
me ficiency, production costs are going to zoom 


¢ unless you know exactly which machines are 
for adjustments you're bound to have frequent 
downs and costly rush repairs. The way to lick 
roblem is periodic, well planned scheduled ser- 
g, inspections and adjustments. And nothing 
s yu do this better than Kardex. 


wee ardex Visible Maintenance Record System 


ss you at a glance what machinery, motor or 
pm 2nt needs servicing, when it needs it and how 
rvice it. Kardex tells all! Its visible signals flash 
ming that helps you anticipate breakdowns. It'll 
ycu avoid needless shut-downs, prolong the life 
hur equipment and save you a lot of money on 


DIVISION OF SPERRY RAND CORPORATION 
Room 2246, 315 Fourth Avenue, New York 10, N.Y. 
Gentlemen: 


I want to know more about the Kardex Maintenance Record 
System. Please send me folder KD656. 


Name Position 
Company. 


Address 


Lew e ee ee eeeeeeeseseceseecul 





DIGS 
STRAIGHT 


FAST 


Etowah Construction 
Company uses its 
Cleveland 95’s com- 
pactness and shiftable 
conveyor to advantage 
on this utilities job in 
Franklin, Tennessee. 


The Cleveland 95 “Baby Digger”— built by the Pioneers of 
the Modern Trencher, originators of every important trencher 
design feature—makes money for its owners because it... 


@ fits more jobs—digs to 51’ deep x 24” wide. 

@ digs all soils—tull-size engine, over 30 graduated 
power and speed combinations. 

e@ digs faster—more bucket capacity, more wheel- 
and-crawler combinations. 

@ saves property damage—full crawlers, easy on 
lawns and sidewalks. 

@ lasts longer—quality construction and materials 
mean longer life—it’s in the records. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE + CLEVELAND 17, OHIO 
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largest of its kind ever staged 
lighting industry. 

Harold Meyer, president ( 
tional Lighting Exposition, 
75 per cent of the available e 
space has been committed for I 
ing manufacturers with s 
locations still obtainable. H 

“We are more than grat 
response of the lighting i 
participate in a show wh 
the first time in the history 
dustry that every segme: t 
gathered together under 
This recognition of the E 
philosophy stems from the 
for an all-inclusive ligh 
which can serve to re-int 
many diverse elements of t 
industry.” 

The exhibition, to be h 
New York Coliseum from 
through March 12th, is spon: 
the Lighting Lamps & Elect» 
ufacturers Salesmens Associ 


tractors, engineers and _ build 
every type of structure to ex 
ideas and secure detailed illum 
information on a scale not av 
previously. 


Southern Cal. Gas Wins 
Public Relations Achievent 
Award 


SOUTHERN California Gas 
pany was awarded first place 
newly inaugurated AGA 1957 F 
Relations Achievement competi 
St. Louis, Missouri. Besides 4 
ing the top award, the compan 
received honorable mention for i 
ond entry in the national co: 

Presentation of the covete 
was made by AGA Presiden 
Zachry to F. M. Banks, pres 
general manager of the South 
fornia Gas Company, befo1 
dustry delegates to the natic 
convention in St. Louis recet 
ored along with Mr. Bank: 
company’s director of Pul 
tions, Frank C. Sullivan. 

Mr. Zachry told convent 
gates that the panel of judg: 
lected the Southern Calife 
Company’s “Facts About 
Gas” program as “the year’s 
ing contribution to great 
standing of the gas industry 
ern gas service.” 

Selected from among 
submitted by leading gas util 
ating in various parts of tl 

(Continued on 
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VERY “HUSH HUSH" 


The new Westinghouse Anechoic Vault recently dedicated 
at its Sharon, Pennsylvania transformer laboratory is equivalent 
in size to a five-story building, with walls five feet thick and a 


150-ton door. 


on fori 


Ol e 

etd As Westinghouse stated—''Here the biggest transformers 
= ‘k to be built in the foreseeable future will be tested for noise re- 
duction." 

- ly. Engineers at Commonwealth Associates Inc. were re- 
es sponsible for the structural and acoustical engineering 


design for this Westinghouse project. 


. Vv Ss TS Cc FINANCIAL TAXES 
@V MONWEALTH SERVICE a RATES DEPRECIATION 
INSURANCE ACCOUNTING 
PURCHASING 
Yor:, N.Y. Jackson, Mich. Washington, D.C. Houston, Tex. GAS OPERATIONS 
CORPORATE 
300 PARK AVENUE, NEW YORK 22, NEW YORK PENSIONS AND WELFARE 
BUSINESS DEVELOPMENT 
INDUSTRIAL RELATIONS 
PUBLIC RELATIONS 
STOCK TRANSFER - 
PROXY SOLICITATIONS 
CMMONWEALTH ASSOCIATES INC. GENERAL CONSULTATION 
ENGINEERING— 
The Commonwealth Professional Engineering Organization anne crnne detalii 

















Commonwealth Edison orders another 


C-E CONTROLLED 
CIRCULATION BOILER 


...Uts 6th in past 5 years 





Since January, 1953, when Commonwealth Edison ordered 

a 220,000-kw C-E Controlled Circulation Boiler for its 

State Line Station, this utility has placed orders for five “ 
additional units of the controlled circulation type. The unit ’ 
just ordered, which will be installed in the Crawford 

Station, will serve a 325,000-kw turbine generator with 

steam conditions of 2100 psi (superheater outlet), STATE LINE 
1055 F primary steam temperature and 1005 F reheat STATION 
temperature. Two similar controlled circulation units 

are now in process of installation, one at Waukegan Station, 

and one at Fisk Station. A 275,000-kw unit was placed 

in service in June of this year at the Will County Station, 

and a 220,000-kw unit is being installed at Crawford. 

These six units bring the total capacity of C-E Controlled 

Circulation Boilers for Commonwealth Edison Stations 

to 1,690,000 kilowatts. 


Thus the trend to controlled circulation continues 
apace. This trend is, in fact, the big boiler story of this 
decade. Since 1950, leading utilities in this country 

and abroad have placed orders totaling approximately 
$500,000,000 and representing an aggregate capacity 

in excess of 20,000,000 kilowatts. Moreover, 65 per cent 
of all purchasers have placed repeat orders, averaging 
better than three contracts per company. Such large-scale 
acceptance of a new boiler design in so short a time 


















is unique in the annals of power history. 
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Combustion Engineering Building 
200 Madison Avenue, New York 16, N. Y. 











ALL TYPES OF STEAM GENERATING, FUEL BURNING AND RELATED EQUIPMENT; 
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These Commonwealth Edison Stations have 
E Controlled Circulation Boilers in Service or on Order 


At left—sectional elevation 
of 325,000-kw unit now 
being installed at Wauke- 
gan. This unit is similar to 
the one just ordered for 
Crawford and the one be- 
ing installed at Fisk. 





inion 








WAUKEGAN 
STATION 











CRAWFORD 
STATION 








WILL COUNTY 
STATION 










FISK 
STATION 


Es :TOMPE: MILL EQUIPMENT; PULVERIZERS; FLASH DRYING SYSTEMS; PRESSURE VESSELS; SOIL PIPE 
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(Continued from page 28) 
States, the award winning Southern 


California Gas Company’s “Facts 
About Natural Gas” program stresses 
the safety and cleanliness of natural 
gas and has gained nationwide recog- 
nition. The company’s training film, 
“Emergency Control of Natural Gas,” 
is helping Southern California’s thou- 
sands of firemen to give accurate in- 
formation to reporters covering emer- 
gency incidents. 

A second part of the program fea- 
tures an entertaining on-stage demon- 
stration of the properties of natural 
gas. It particularly dramatizes the 
fact that natural gas is odorless, non- 
toxic, and lighter than air. This skit 
has been presented 259 times by the 
company’s Public Relations Repre- 
sentative J. C. Byrne to schools and 
service clubs—an accumulated audi- 
ence of 16,596 persons who are now 
better educated in the properties of 
natural gas. 

Mr. Zachry announced that, due to 
the general excellence of contest en- 
tries, the judges have also awarded 
three Public Relations Achievement 
Merit Citations and six Honorable 
Mentions. Those receiving merit ci- 
tations were Laclede Gas Company of 
St. Louis ; the Lake Shore Gas Com- 
pany of Ashtabula, Ohio: and The 
Ohio Fuel Gas Company, Columbus, O. 

Singled out for certificates of hon- 
orable mention were the Boston Gas 
Company of Boston, Massachusetts ; 
Niagara Mohawk Power Corporation 
of Syracuse, New York; Portland 
Gas & Coke Company of Portland, 
Oregon ; South Atlantic Gas Company 
of Savannah, Georgia; Washington 
Natural Gas Company of Seattle, 
Washington ; and Southern California 
Gas Company receiving its second 
award for its Community Relations 
Program at Playa del Rey Under- 
ground Storage Field. 

In making the presentations, Zachry 
expressed the hope and conviction that 
the AGA contest “will contribute sig- 
nificantly to the continued growth and 
success of gas company public rela- 
tions programs, and that it will there- 
by enhance our gas industry’s prestige 
and standing in the eyes of the public.” 


New Anchor Metals Plant 
Begins Partial Production 


INITIAL metal components for elec- 
trical transmission towers and elec- 
trical switchyard units rolled from the 
production line of Anchor Metals, Inc. 
new plant at Fort Madison, Iowa, as 
the plant moved into partial produc- 
tion on November 15 to serve the 








INDUSTRIAL PROGRESS—( Continued) 


north central of the United 
States. 

Normal operations are not expected 
to be reached until after the first of 
the year, President Clyde Mooney of 
Fort Worth, Texas, announced. Gen- 
eral offices and main plant of the com- 
pany are located at Hurst. 

Work on one large contract plus 
several smaller jobs has begun in the 
Iowa division. Wally J. Anderson, 
who was transferred from Hurst, is 
executive manager and D. W. Mc- 
Lemore, also a Hurst transferee, is 
production manager. 

When normal production is reached 
in 1958, materials in excess of 500 
tons per month are expected to be pro- 
duced, Mr. Mooney estimated. 

3oyles Galvanizing Company of 
Hurst is also housed in the Anchor 
Metals building at Fort Madison and 
will furnish hot dip galvanizing serv- 
ices for Anchor products. 

J. V. Crawford of Tulsa is manager 
of the Boyles operation and Frank 
Sherwood, formerly of Hurst, is as- 
sistant manager. W. M. Boyles of 
Fort Worth is president of the gal- 
vanizing firm. 

Announcement of the new plant was 
made in August of this year, and work 
on renovation of the building and in- 
stallation of machinery began around 
September Ist. The combined Anchor 
Metals and Boyles Galvanizing oper- 
ation represents an investment of 


$1,000,000. 


AGE System Adds Another 
225,000 KW Unit 


AMERICAN Gas and Electric Com- 
pany recently announced another 225,- 
000-kilowatt generating unit has gone 
into commercial service. This latest 
addition, Unit 3 at Ohio Power Com- 
pany’s Muskingum river plant, raised 
AGE total generating capability to 
4,571,000 kw. 

Muskingum river plant, between 
Zanesville and Marietta, Ohio, is now 
the largest plant on the seven-state 
AGE System with 655,000-kw capa- 
bility. An identical 225,000-kw unit 
will go into service at Muskingum 
early next year, bringing plant capac- 
ity to 880,000 kw. 

Units 3 and 4, each capable of sup- 
plying electric service to 650,000 aver- 
age homes, together will cost an esti- 
mated total of $57-million. 

Muskingum river Unit 3 is the sec- 
ond in a series of eight 225,000-kw 
power machines to go into operation 
on the AGE System during 1957-58. 
In addition, the system is currently 
building two 450,000-kw units, the 


area 


















world’s largest upon completion, 
under construction at five differ 
cations in four states will raisd 
AGE System capacity to 6,355, 
by 1960. 

All told, the AGE System is ; 
ing an estimated $800-millicn j 
construction during the five -ye 
riod 1956-60. By the end of 
about $293-million of this ‘ot 
have been spent. Constrw tio 
year will be $166-million, ti eh 
one-year figure in AGE’: 5 
history. 

Muskingum river plant’s firs 
units, each with a capacity © 2 
kw, were placed in service i) 
ber 1953 and June 1954, res ec 


R-R Manual Measures 
Filing Costs and Efficien 


HANDY guides for measuring 
costs and results along with « dg 
plan of action to improve ‘lin 
ciency are made available to ma 
ment in a 28-page manual, “H 



















Measure Your Filing Costs an 
ciency,’ published by Remi 
Rand Division of Sperry Rand 

Revealing that the average c 
creating the contents of a sta 
four-drawer file cabinet is near] 
000 dollars, the manual underlin 
importance of determining th 
value is received from the filing 
tem. 

Among the practical tools prc 
are formulas for measuring “f 
efficiency,” “filing reference 
and “file clerk efficiency.” A | 
19 check points is included to 
management uncover the str¢ 
and weaknesses of the filing oper 

A chart provides at a gianq 
cost of operating a four-drawe 
depending upon salary of file ¢ 
and number of files handled by 
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"into anion PROCEEDINGS 
7 1956 CONVENTION 


AT SAN FRANCISCO, CALIFORNIA 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 



















Tuis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
services of public utilities and transportation 
companies including the following: 








Depreciation, Valuation, Railroad Passenger Deficit and Regulation of Public Utilities. 
Panel discussions on the subjects of "Cost of Capital as Related to Rate Return” and 
"Regulatory Protection of Consumers". 


Price $10.00 





OTHER PUBLICATIONS OF THE ASSOCIATION 


Local Service Telephone Rates 
An excellent compilation of rates prepared by NARUC Subcommittee on "exchange rates" 
for all exchanges of Bell System, the rates of cities of 50,000 population or more for 
Bell and Independent exchanges, rates of borrowers from R.E.A., and tabulation of above 
exchanges which had ten cent coin telephone rate in effect June 30, 1954. 128 pages 
for use: in loose leaf binder and 48 revision pages as of December 1955 and 42 revision 
Rim CONE OF 555s oie ois ie shviclny 010. o1s 0 \els'o eo n10 ele wiare sia dio sialelese/aiereie. sie ia eieiai cl $2.50 


Message Toll Telephone Rates and Disparities 
400 pages of text, tables and charts, hard back cover—a report of the NARUC-FCC 
SON HOU MELE GONNNNOO, SPOCIME PIICO 5 55.5.0:5 0.555.066 Aisis'n cs Goss eecscsceceseceeecwe 5.00 


Telephone Separations Manual 
Includes the 1952 addendum, the so-called Charleston Plan and the 1956 addendum, the 
SOMME HNO WTR HIM OHMIOS: = os cra scree ore Ciclelete oo: Sieg Sosa SO SOE. 5G ce aS baieieowe doers 2.00 


Depreciation: , 

1943-1944 Reports of Committee on Depreciation (reprinted in one volume because of 
special demand). The reports present a very comprehensive and complete analysis 
of the problems of depreciation on public utility regulation and set forth conclusions 
concerning the policies and practices which should be followed in respect thereto. 


Ore NRE EET FMNENE ONIN io oes ooo kag ale, Cis eran d piesblerareie HONS RISD S/RSO EN bE hace 4.50 
1946—Methods of Pricing Retirements from Group Property Accounts ................ 1.25 
1948—Letter Symbols for Mathematics of Depreciation ...............0ceceeeeeeeeees 1.00 
1948—Half Cycle Methods of Estimating Service Life ..............c cece ecw cece es 1.00 
1950—Remaining Life Basis of Accounting for Depreciation ...............05- ceeeees 50 
1955—Report of Committee on Depreciation (Discussion of Liberalized Depreciation under 

HFUresAT RMU MNNUID OCB LOE WOOD ooo 655. jyace 0-0. .c.8iiegcs's: b5:8 0\0 es ciere0 9 w:0relbie waco 1.25 


1956—Report of Committee on Depreciation (Depreciation Rates for Electric Utilities) 1.00 
Interpretations of Uniform System of Accounts for Electric Utilities— 


eee INGS 4S 66.019 CUFSO TO GOO 6 5ccicicc cess ccc sesceecesccssocesoees 1.50 
Interpretations of Uniform System of Accounts for Gas Utilities— 
ret Coot a Gt) iy | a 1.50 
Interpretations of Uniform System of Accounts for Water Utilities— 
MISEEOTEOSs: Uo SOV OR CUPS TO OOO). 6: 0.0:5:6:8:6 dsiccin c:000.0i0s ciens 060 Secweeee eee 1.50 


(When remittance accompanies order, we pay forwarding charges.) 
NATIONAL ASSOCIATION OF RAILROAD AND 


UTILITIES COMMISSIONERS 
P. O. BOX 684 WASHINGTON 4, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK . PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, REPORTS, APPRAISALS AND MANAGEMENT 











on os ‘Standby ee. to 





* Augmentation ' 

9 
PROPANE PLANTS %& 100% Town Supply , 
Design ¢ Engineering ¢ Construction ' 






DRAKE & TOWNSEND 11 WEST 42ND STREET NEW YORK 36, N. Y. 


Fo Ford, Bacon & Davis 
— ee 


NEW YORK @ CHICAGO @ LOS ANGELES 














GIBBS & HILL, inc. 


GB) Consulting Engineers 
DESIGNERS © CONSTRUCTORS 
Los Angeles NEW YORK Tampa 











ENGINEERS © CONSULTANTS © CONSTRUCTORS 


607 WASHINGTON ST. 
READING, PA. 


GA GILBERT ASSOCIATES, INC. 


FOUNDED 1906 


@ WASHINGTON @ PHILADELPHIA © NEW YORK 
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PROFESSIONAL DIRECTORY 


(continued) 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 








55 Liberty Street New York 5, N. Y. 








GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 














HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 
ENGINEERS 
ANN ARBOR, MICHIGAN 


APPRAISALS—IN VESTIGATIONS—DEPRECIATION STUDIES— 
COST TRENDS—REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 











She huljian Copoualion 


ENGINEERS ° SON STRUCT ORS 


POWER PLANT SPECIALISTS 


DESIGN «CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
GAS DEVELOPMENT OF CLASS RATES OF RETURN AND REGULATORY 
ELECTRIC CLASS UNIT COST DETERMINATIONS FOR ee. 
WATER RATE STRUCTURE MODERNIZATION AND RATE CASES PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
DARIEN, CONNECTICUT 























(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 
MIDDLE WEST SERVICE COMPANY 


Business and Engineering Consultants 
(INCLUDING JAY SAMUEL HARTT CONSULTING ENGINEERS) 
Organization * Corporate Practices * Accounting * Budgeting * Financing * Taxes * Stock Transfer ¢ Appraisal Vol E i 
Analysis « Cost of Money Studies * Depreciation Studies * Engineering * System Planning * Industrial Engineering ¢ ey Business © ny Ey * Pricing 
Sales and Marketing * Safety * Insurance * Pensions * Employee Welfare * Public Relations * Advertising © Personnel * Industrial Relations 


20 NORTH WACKER DRIVE e CHICAGO 6, ILLINOIS 














Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 











SANDERSON & PORTER 


CONSTRUCTION © REPORTS & 
SURVEYS 
NEW YORK NEW YORK 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 











St@iee Webster cronrs . srraatsas 


REPORTS ¢ APPRAISALS 
ENGINEERING CORPORATION EXAMINATIONS 


OF Oak.) Os Oe Be Oat & 
ENGINEERING 
wich ae Gola Boston Chicago Pittsburgh 


Houston 
San Francisco Los Angeles NYoraaeno 


Toronto 








The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 


near HANDY.WHITMAN INDEX 
REPORTS—VALUATIONS for Public Utility 


Construction Cost Trends 
Including Hydro-Electric Properties 


1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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Abram$’Aerial Survey 


Topographic and Planimetric Maps 
Mosaics, Plans & Profiles for all 
Engineering work. 


Abrams Bldg. Lansing, Mich. 


PETER F. LOFTUS CORPORATION]| 


Design and Consulting Engineers 
Electrical * Mechanical ¢ Structural 
Fe Civil * Nuclear ¢ Architectural 
'S 


xv 
“eusueo® FIRST NATIONAL BANK BUILDING 
Pittsburgh 22, Pennsylvania 








BURNS & McDONNELL 
Engineers - Architects - Consultants 
KANSAS CITY, MO. 

P.O. Box 7088 
Phone: DElmar 3-4375 


LUTZ & MAY COMPANY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


gto Electric Building Indianapolis, Ind. 





MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS and SERVICE CO. 


327 So. LaSalle St., Chicago 4, Il. 











PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 
Main Office Pittsburgh, Pa. 

32 Laboratories in Principal Cities 








GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 





A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
founded 1890 
Power STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, ILL. 
Tos Angeles Tampa 








FRANCIS S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


122 SouTH MICHIGAN AVENUE, CHICAGO 


The R. W. STAFFORD CO. 
GAS CONSULTANTS — ENGINEERS 
CONSTRUCTORS 

Natural Gas Conversions 
Plant Management & Operation 
\ Accident & Insurance Investigations 
Peak Shaving & Standby Plants 
EVANSTON, ILLINOIS 
2944 Grant St, Phone UNiversity 4-6190 











JACKSON & MORELAND INC. 
Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 


Machine Design — Technical Publications 
Boston New York 








SVERDRUP & PARCEL, INC. 
Engineers — Architects 


Design, Construction Supervision 
Steam and Hydro Power Plants 
Power Systems — Industrial Plants 
Studies — Reports 





St. Louis ° San Francisco ° Washington 
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Alexander the Great, who, before he was 30 
conquered almost all the known world, was 
history’s hardiest character. Schooled by 
Aristotle, conditioned to endure unbelievable 
extremes of cold, heat, hunger and thirst, 
Alexander, though always outnumbered in 
battle, always triumphed. 


GREAT... WDEN iT COMES TO ENOURANCE 


Alexander the Great’s physical endurance 
wes legendary, well-nigh superhuman. Tough- 
ness and resistance were vital in Alexander’s 


time... 


and they are today, too—in the 


Hca>les that serve as the nerve system of 
| trensportation, power and industry. 


Moisture, heat, cold, deteriorating ele- 


ments, time itself—all combine to make 
]1n: oads on cable installed underground, un- 
| de> water, or exposed to the air. 


The value and service life of a product can be no greater than the integrity and craftsmanship of its maker. 


KERITE CABLE 


THE KERITE COMPANY—30 Church St., New York 7, N. Y. 
Offices also at 122 S. Michigan Ave., Chicago; 582 Market St., San Francisco; 
3901 San Fernando Rd., Glendale 4, Calif.; 31 St. James Ave., Boston 


| 


Kerite is designed to withstand these con- 
ditions—for years. Incredible as it may seem, 
Kerite Cable, in perfect operating condition 
after 30, 40, 50 and more years service in 
rugged applications throughout the world 
is the ru/e rather than the exception. 

Nothing, of course, lasts forever . . . but 
Kerite lasts indefinitely. It represents one 
of the wisest investments in service that 
can be made. 





“WHAT D’YOU 
SEE, MISTER 





The future, son! New homes, new town:, 
industry ...in the Heartland of Ameri 


* * * 


The natural gas pipeline surveyor is ; s 
of progress . . . of residential and i dus 
growth in that part of America’s H :art 
served by Columbia Gas System. 


In Ohio, Pennsylvania, West Virgin.a, 

tucky, Virginia, Maryland, and south m 
York, the demand for natural gas k 
mounting rapidly. Ten years ago, Col 

delivered 231 billion cubic feet of gas to 
homes, businesses, and industries it se 
Last year, that figure rose to 605 billio 
1961, it is estimated that the System’s cus 
ers will require 845 billion cubic feet ann 


Columbia Gas System companies look 
future by planning and building to meet 
increasing needs for natural gas. . . to 
pace with the phenomenal growth of 
ica’s Heartland. 
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: =| THE COLUMBIH é g 

— - SYSTEM, IN 
Ao A COLUMBIA GAS SYSTEM SERVICE CORF JR 
' 120 East 41st Street, New York ‘7, 











CHARLESTON GROUP: United Fuel Gas Company, Amere Gas Utilities Company, Atlantic Seaboard Corporation, Central Kentucky Natural G: > Co 
Virginia Gas Dis‘ribution Corporation, Kentucky Gas Transmission Corporation. COLUMBUS GROUP: The Ohio Fuel Gas Company 


PITTSBURGH GROUP: The Manufacturers Lightand Heat Company, Columbia Gasof New York, Inc.,Cumberland and Allegheny Gas Company, Home ( aso 
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